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SECURITIES ACT OF 1933 
Release No. 33-5821/April 15, 1977 


AMENDMENTS TO.REGISTRATION FORM 


AGENCY: Securities and Exhange Commission. 


ACTION: Final Rule. 

SUMMARY: The Commission amends the general in- 
structions to a short form. registration'statement to indi- 
cate that it is not available for use by certain foreign pri- 
vate issuers and the summary prospectus requirements 
for that form to permit the inclusion of certain state- 
ments of income. Also, an amendment is made to the 
form's general instructions and an undertaking 
concerning certain information which is required to be 
publicly disseminated. 

DATES: Effective date: April 22, 1977 

FOR FURTHER INFORMATION CONTACT: Richard 
K. Wulff, Division of Corporation Finance, Securities 
and Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549 (202-755-1750). 


SUPPLEMENTARY INFORMATION: The Securities 
and Exchange Commission announces the adoption of 
amendments to Form S-7 (17 CFR 239.26) under the 
Securities Act of 1933 (‘1933 Act’’) [15 U.S.C. 17a et 
seq.] concerning the availability of the form to certain 
issuers, Summary prospectus requirements and certain 
information which must be publicly disseminated. The 
amendments are a relaxation of the present provisions 
of the form or in the nature of a clarification. 


BACKGROUND 


On December 20, 1976, the Securities and Exchange 
Commission announced the adoption of amendments 
to Form S-7 under the 1933 Act making the form avail- 
able to a larger number of issuers.’ As a result of its 
review of the revised form, the Commission is taking 
this opportunity to amend the general instructions to 
the form to preclude its use by certain foreign private 
issuers and also to amend the general instructions and 
an undertaking so that certain information need only be 
disseminated to common stockholders and holders of 
securities which are convertible into common stock. In 
addition, the Commission has amended the 





‘Securities Act Release No. 5792 (December 20, 1976) 
(41 FR 56301). 
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“Instructions As to Summary Prospectuses’ for Form 
S-7 to revise the requirements regarding the inclusion of 
certain statements of income. Since this action 
represents a relaxation and a clarification of the form’s 
provisions, the Commission finds that a significant 
additional burden is not being imposed upon registrants 
and that publication for comment pursuant to the 
Administrative Procedure Act of 1946 (5 U.S.C. 533) is 
unnecessary. 


Foreign Private Issuers 


The question has been raised as to whether all foreign 
issuers with securities listed on national securities ex- 
changes regardless of their reporting obligations under 
the Securities Exchange Act of 1934 (‘1934 Act’’) [15 
U.S.C. 78a et seq., as amended by Pub. L. No. 94-29 
(June 4, 1975)] can use Form S-7. General Instruction A 
to Form S-7 might appear to permit any registrant with 
a class of securities registered pursuant to Section 12(b) 
of the 1934 Act io use the form, assuming that all other 
conditions under Form S-7 are satisfied. The Division of 
Corporation Finance had consistently interpreted Form 
S-7 prior to its recent revision to be unavailable to 
foreign issuers that file annual reports on Form 20-K (17 
CFR 249.320) with the Commission? The rationale for 
the interpretation centered upon the type of information 
which was available from a foreign issuer’s reports, 
usually on Form 20-K. This report does not require the 
caliber of information contained in Forms 8-K (17 CFR 
249.308) and 10-K (17 CFR 249.310) and, when 
applicable, Form 10-Q (17 CFR 249.308a). Because the 
basis for abbreviated registration forms such as Form 
S-7 is found in the availability of extensive issuer in- 
formation in 1934 Act reports on Forms 8-K, 10-K and 
10-Q, when required, the Commission believes that the 
purposes for the 1933 Act could be frustrated if an is- 
suer with minimal information on file with the Commis- 
sion could use Form S-7 or S-16 (17 CFR 239.27). Thus, 
Form S-7, as was the case prior to the recent amend- 
ments, is to be amended in order that it will not be 
permitted to be used by foreign issuers filing annual 
reports on Form 20-K. For the same reasons, those 
foreign issuers subject to Section 13(a) or 15(d) of the 





Under Rule 401 (17 CFR 230.401), a registration 
statement is deemed filed upon the proper form unless 
the Commission objects prior to its effective date. On 
rare occasions where such an issuer improperly used 
Form S-7, the Division did not insist upon a refiling on 
Form S-1 (17 CFR 239.11) but permitted the registrant 
to use Form S-7, the Division did not insist upon a 
refiling on Form S-1 (17 CFR 239.11) but permitted the 
registrant to use Form S-7 provided the disclosure 
required by Form S-1 was contained in the registration 
statement. 





1934 Act required to file the same reports with the 
Commission as domestic issuers, i.e., Forms 8-K, 10-0 
and 10-K, will be permitted to use Form S-7 or S-16 if all 
other conditions’as to the use of the forms are satisfied. 
This position is also consistent with the prior adminis- 
trative practice and the amendment to General Instruc- 
tion A(a) clarifies the matter. 


The Commission notes that there is support for this 
position in the language of the adopting release con- 
cerning the amendment of From S-7, particularly in the 
emphasis which is placed upon 1934 Act reports and the 
availability of that information to prospective investors 3 
as well as the absence therein of an affirmative state- 
ment that the prior administrative practice in this regard 
had been abandoned. 


Summary Prospectuses 


The Commission this day has also amended the “‘In- 
structions As to Summary Prospectuses” for Form S-7 
by making Instruction 1(g) require either the information 
which. is contained in Item 6 of Form S-1 (17 CFR 
239.11) or that contained in Item 6 of Form S-7 except 
that such information in the latter case is not required to 
be separately reported upon by the independent public 
accountants. Generally, Item 6 of Form S-1 only 
requires a summary of operations for the registrant 
whereas the comparable Form S-7 requirements entails 
complete certified statements of income. In the past, 
for Form S-7 summary prospectus purposes, the 
Division of Corporation Finance has permitted an 
uncertified summary of operations to be used in lieu of 
the certified statements, upon the application of the 
registrant? Consequently, the instruction change being 
adopted today merely simplifies the procedure by giving 
the registrant the option of including full statements or a 
summary of operations. 


Dissemination of Information 


The Commission has also amended General Instruction 
A(b)(3) and Undertaking D to Form S-7 so that the in- 
formation contained in Part Il of Form 10-K is only re- 
quired to be disseminated to common stockholders and 
holders of securities convertible into common stock. 
The provisions referred to above as presently structured 
require dissemination of an annual report containing the 
information called for by Rule 14a-3(b) (17 CFR 





341 FR at 56301 n. 2, 56302 n. 7 and accompanying text. 


4General Instruction F to Form S-7 permits the 
Commission, upon the registrant’s request and where 
consistent with investor protection, to accept such 
statements. See also Instruction 3 to Instructions As To 
Summary Prospectus. 


240.14a-3(b)) as well as Part Il of Form 10-K, both 
before and after the filing of a registration statement on 
Form S-7. The purpose of this requirement is to ensure 
a wide distribution of information about: issuers using 
Form S-7, when the issuer is subject to Section 15(d) of 
the 1934 Act and not Section 12. The importance of 
requiring the information of Part || of Form 10-K where 
an offering involves securities other than common stock 
or convertibles into common stock has been called into 
question. The argument presented is that the informa- 
tion in Part Il of From 10-K which requires disclosure of 
director and officer identification, background, 
remuneration and certain transactions is not of material 
importance to purchasers of debt securities and 
preferred stock. The Commission finds some merit to 
these arguments and is making appropriate revisions to 
the general instruction and undertaking previously 
referred to. 


These modifications are taken pursuant to the 
Securities Act of 1933, particularly Sections 6, 7, 10 and 
19(a) thereof. The text of the amendments to Form S-7 
follows. 


ADOPTION OF AMENDMENTS 
Text of Amendments to Form S-7 


Form S-7 (17 CFR 239.26) is amended to read as 
follows: 


§239.26 Form S-7, for registration under the Securities 
Act of 1933 of securities of certain issuers. 


GENERAL INSTRUCTIONS 
A. Rule As To Use of Form S-7. 


Any registrant which meets the following conditions 
may use this form for registration of securities under the 
Securities Act of 1933: 


(a) The registrant (1) has a class of securities registered 
pursuant to Section 12(b) of the Securities Exchange 
Act of 1934; or (2) is organized under the laws of the 
United States or any State or Territory or the District of 
Columbia, has its principal business operations in the 
United States or its Territories and has a class of equity 
securities registered pursuant to Section 12(g) of the 
above Act or is required to file reports pursuant to 
Section 15(d) of the Above Act. A foreign issuer comes 
within the purview of this instruction but only if it is 
required to file the same reports with the Commission 
under Section 13(a) or 15(d) of the above Act as a 
domestic issuer. 


(b) The registrant (1) has been subject to the require- 
ments of Section 12 or 15(d) of the Securities Exchange 
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Act of 1934 and has filed all the material required to be 
filed pursuant to Sections 13, 14 or 15(d), as applicable, 
for a period of at least thirty-six calendar months im- 
mediately preceding the filing of the registration state- 
ment on this form; (2) has filed in a timely manner all 
reports required to be filed during the twelve calendar 
months preceding the filing of the registration state- 
ment; and (3) if subject only to the requirements of 
Section 15(d) of the Securities Exchange Act of 1934, 
has sent to all security holders of each class of securities 
to which the registration statements declared effective 
pursuant to the Securities Act of 1933 relate a report 
containing the information called for by Rule 14a-3(b) 
and Part Il of Form 10-K under the Securities Exchange 
Act of 1934 within the twelve calendar months pre- 
ceding the filing of the registration statement, except 
that the information required by Part Il of Form 10-K 
need only be provided to common stockholders and 
holders of securities convertible into common stock. 


* * + * * 


UNDERTAKINGS 
A. - C. [No change. ] 


D. The following undertaking shall be included in the 
registration statement if the registrant is subject only to 
the requirements of Section 15(d) of the Securities 
Exchange Act of 1934: 


“The undersigned registrant hereby undertakes, so long 
as it remains subject to a duty to file under section 15(d) 
of the Securities Exchange Act of 1934 to send to all 
security holders of each class of securities to which the 
registration statements declared effective pursuant to 
the Securities Act of 1933 relate a report containing the 
information called for by Rule 14a-3(b) and Part Il of 
Form 10-K under the Securities Exchange Act of 1934, 
except that the information required by Part Il of Form 
10-K need only be provided to common stockholders 
and holders of securities convertible into common 
stock.” 


* * * 


INSTRUCTIONS AS TO 
SUMMARY PROSPECTUSES 


1. Asummary prospectus used pursuant to Rule 434A 
(17 CFR 230.434a) shall at the time of its use contain 
such of the information specified below as is then in- 
cluded in the registration statement. All other 
information and documents contained in the 
registration statement may be omitted. 

(a) - (f) [No change. ] 

(g) Item 6 except that the information is not required 
to be separately reported upon by the independent 


4/SEC DOCKET 


accountants, or the information required by Item 6 to 
Form S-1 (17 CFR 239.11); 

(h) - (k) [No change. ] 
2.- 3. [No change. ] 


[Secs. 6, 7, 10, 19(a), 48 Stat. 78, 81, 85; secs. 205, 
209, 48 Stat. 906, 908; sec. 8, 68 Stat. 685; sec. 1, 79 
Stat. 1051; 15 U.S.C. 77f, 77g, 77j, 77s(a))] 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 33-5822/April 18, 1977 
[File No. 57-688 Comment Period Expires 6/30/77.) 


PRIVATE PLACEMENT EXEMPTIVE RULE 
AGENCY: Securities and Exchange Commission. 


ACTION: Proposed Amendment of Rule and Adoption 
of Related Form. 


SUMMARY: The Commission proposes to amend Rule 
146 [17 CFR 230.146] under the Securities Act of 1933 
(‘‘Act’’) [15 U.S.C. 77a, et seq.] to require issuers to file 
reports of offerings made in reliance upon the rule. This 
amendment is proposed in light of apparent abuses of 
the rule, and to provide the Commission, investors and 
other interested persons basic information concerning 
the use of the rule. In this connection, reference is made 
to the Commission’s recent request for information 
from the public on the operation of Rule 146. 


DATES: Comments must be received on or before: 
June 30, 1977. 


ADDRESSES: Comments should be addressed in tripli- 
cate to George A. Fitzsimmons, Secretary, Securities 
and Exchange Commission, Washington, D.C. 20549. 
All such communications should refer to File No. 
S7-688 and will be available for public inspection in 
Room 6101, 1100 L Street, N.W., Washington, D.C. 


FOR FURTHER INFORMATION CONTACT: Thomas 
D. Hamill, Division of Enforcement, Securities and Ex- 
change Commission, Washington, D.C. 20549 (202) 
376-8131. 





SUPPLEMENTARY INFORMATION: The Securities 
and Exchange Commission today invited public 
comment on a proposed amendment to Rule 146 which 
would require issuers to file reports of offerings made in 
reliance upon the rule. Rule 146 relates to Section 4(2) 
of the Act [15 U.S.C. 77d(2)], which exempts from the 
Act's registration provisions any transaction by an 
issuer not involving a public offering. Essentially, the 
rule is designed, consistent with the public interest and 
the protection of investors, to provide objective 
standards for determining when offers or sales of secu- 
rities by an issuer do not involve a public offering within 
the meaning of Section 4(2). 


At the time Rule 146 was adopted,' the Commission 
indicated that although it was not imposing a filing or 
notification requirement in connection with the rule, it 
would reexamine the need for such a requirement after 
it had gained experience with the rule. The release 
further stated that if the Commission's experience indi- 
cated that a requirement of that nature was appropriate 
for the protection of investors and in the public interest, 
it would propose changes in the rule to institute such a 
requirement. 


Although the Commission's experience with Rule 146 
has been limited due to the absence of a notification re- 
quirement, the Commission has become aware that the 
rule apparently has been abused on several occasions 
by various issuers. In this regard, there appear to have 
been numerous instances in which issuers have made 
offerings of securities ostensibly in reliance upon Rule 
146, although they have failed to comply with all of the 
requirements of the rule. These abuses seem to have 
occurred most frequently in connection with offerings 
of interests in oil and gas partnerships. 


In light of the foregoing, the Commission deems it 
appropriate to propose the amendment to Rule 146 dis- 
cussed herein. This action is being taken in conjunction 
with the Commission's recent request for information 
from the public on the operation of Rule 146.2 All of 
these actions are intended to foster the Commission's 
current evaluation of the utility of Rule 146. 


The amendment proposed herein would require issuers 
to file reports with the Commission containing certain 
information about offerings made by such issuers in 
reliance upon Rule 146. Such reports would be filed on 
proposed Form 146, the text (not the final format) of 
which is set forth at the end of this release. However, 
no report would be required for offerings the proceeds 





1Release No. 33-5487 (April 23, 1974) [39 FR 15266] 


2Release No. 33-5779 (December 6, 1976) [41 FR 53808] 


of which total, cumulatively, less than $50,000 during 
any twelve month period. 


Under the proposed amendment, two reports would 
generally be necessary in connection with each offering 
subject to the notice requirement. The first would be 
filed within 10 days after the first sale of securities in the 
offering. This report would serve the purpose of 
providing both the Commission and interested members 
of the public with current information about the 
offering. The second report would be required to be 
filed within 10 days after the termination of the offering. 
This second report would have the effect of indicating 
any unexpected changes which may have occurred in 
the offering between the date of initiation and the date 
of completion and of providing information which may 
have been unavailable at the time of the first sale of 
securities. However, the second report would not be 
necessary in those instances in which the offering is 
completed within ten days after it is commenced, and 
the issuer has included in its initial report all of the 
information which would have been contained in the 
second report. In addition, for any offering which 
continues for a period greater than one year, the issuer 
must file a report annually within ten days after each 
anniversary date of the first sale of securities in the 
offering for so long as the offering continues. 


In consideration of the foregoing, it is proposed to 
amend 17 CFR Chapter II as follows: 


1. By amending 8230.146 by adding new paragraph (i) 
to read as follows: 


§230.146 Transactions by an issuer deemed not to 
involve any public offering. 


* * * 


(i) Report of offering. The issuer shall file five copies 
of a report on Form 146 with the Commission at its 
principal office in Washington, D.C. within 10 days after 
the first sale of securities in any offering effected in 
reliance on this rule, within 10 days after termination of 
any such offering and, for any offering which continues 
for a period greater than one year, annually within 10 
days after each anniversary date of the first sale =f 
securities in any such ofering for so long as such offer- 
ing continues. No report need be filed for any offering 
or offerings in reliance on Rule 146 the proceeds of 
which total, cumulatively, less than $50,000 during any 
twelve month period. 


2. By amending Part 239 by adding a new Section 146 
to read as follows: 


§239.146 Form 146, report by issuer of sales of 
securities pursuant to Section 230.146 of this chapter. 
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Five copies of this form shall be filed within 10 days after 
the first sale of securities in any offering of securities 
effected in reliance upon Ru!z 146 (8230.146 of this 
chapter), within 10 days after termination of any such 
offering and, for any offering which continues for a 
period greater than one year, annually within 10 days 
after each anniversary date of the first sale of securities 
in any such offering for so long as such offering 
continues. Only one such report need be filed in con- 
nection with an offering if the last sale thereof occurs 
within ten calendar days after the first sale, and the 
issuer has included in its initial report al! of the informa- 
tion which would have been contained in the second re- 
port. No report need be filed for any offering or 
offerings in reliance on Rule 146 the proceeds of which 
total, cumulatively, less than $50,000 during any twelve 
month period. 


SECURITIES AND EXHANGE COMMISSION 
Washington, D.C. 20549 
FORM 146 


REPORT OF OFFERING MADE IN RELIANCE UPON 
RULE 146 


1. (a) Name, address and telephone number (includ- 
ing area code) of the issuer of the securities 
offered and sold; 


Form of organization (check one) 
Corporation Partnership Unincor- 
porated Association Other (Specify) 


Type of business (check one) 
____ Oil/Gas ___ Real Estate ___ Other (speci- 
fy) 


Name (in full), address and telephone number 
of chief executive officer (if corporation), gen- 
eral partner (if partnership), promoter or con- 
trolling person (if unincorporated association, 
or controlling person (if other); 


Instruction: \f the general partner, promoter or 
controlling person is not a natural person, pro- 
vide similar information for a natural person, 
having primary responsibility for the affairs of 
the issuer. 


Issuer’s state of incorporation or jurisdiction of 
organization and the date of such incorpora- 
tion or organization; 


(f) Issuer’s IRS identification number; 


(g) Issuer's SEC file number, if any; 
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Issuer's CUSIP number, if any. 


Title of the class of securities sold in this offer- 
ing in reliance upon Rule 146; 


Total number of shares or other units of securi- 
ties sold to date in this offering and the aggre- 
gate dollar amount of such sales; 


Total number of shares or other units to be of- 
fered in the future in this offering and the aggre- 
gate dollar amount of such securities; 


Price per share (or other unit of securities) sold 
to date. 


As to any securities soid other than for cash or 
partly for cash and partly for other considera- 
tion, state the nature of the transaction and the 
source and aggregate amount of consideration 
received or to be received by the issuer. 


Total number of persons to whom securities 
were sold in the offering pursuant to subsection 
(g) (1) of Rule 146 and the date and amount of 
each sale; 


Total number of persons to whom securities 
were sold but who are excluded from Item 3(a) 
by virtue of subparagraph (g)(2) of Rule 146. 


i) 


List all offerings in reliance upon Rule 146 made 
by the issuer (other than the offering reported 
on this form) during the twelve months imme- 
diately preceding the date of this form. Indicate 
the date on which each offering was com- 
menced, the date each was concluded, and the 
aggregate dollar amount of the securities sold 
in each offering; 


Give the date of sale and the amount of all 
securities of the same or similar class as those 
of the offering reported on this form sold by the 
issuer during the twelve month period immed- 
iately preceding such offering. If the securities 
were not registered with the Commission, indi- 
cate the section of the Act or the rule of the 
Commission under which exemption from re- 
gistration was claimed and state briefly the 
facts relied upon to make the exemption avail- 
able. If the securities were registered, indicate 
the file number assigned by the Commission to 
the registration statement. 


State the names and addresses of all offeree 
resentatives involved in the offering reported on 
this form. State the source and amount of com- 
pensation received or to be received by each. 





State the names and addresses of all brokers, 
finders and other persons (other than employ- 
ees of the issuer not specially compensated in 
connection with the offering) acting on behalf 
of the issuer in connection with the offering re- 
ported on this form, indicating the capacity in 
which they acted. State the source and amount 
of compensation received or to be received by 
each. 


State the names and addresses of all under- 
writers, Organizers, promoters and sponsors of 
the offering reported on this form, indicating 
the capacity in which they acted. State the 
source and amount of compensation received 
or to be received by each in connection with 
the offering. 


For each person named in response to Item 7 
(a), furnish the following information with re- 
spect to each offering under Rule 146 in which 
that person participated during the twelve 
months immediately preceding the date of this 
form: name of issuer; title of the class of secu- 
rities sold; dates on which sales were made by 
the person; total dollar amount of securities 
sold by the person; and the aggregate dollar 
amount raised by the issuer in the offering. 


Pursuant to the requirements of Rule 146 under the 
Securities Act of 1933, the issuer has duly caused this 
report to be signed on its behalf by the undersigned 
officer or person acting in a similar capacity. 


Date of Report 





(Issuer) 





(Signature of Issuer’s 
Representative) 


Instruction. Print the name and title of the signing re- 
presentative under his signature. At least one copy of 
the report shail be manually signed. Any copies not 
manually signed shall bear typed or printed signatures. 





SECURITIES ACT OF 1933 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 34-13457/April 21, 1977 


PUBLIC UTILITY HOLDING COMPANY ACT 1935 
Release No. 35-19995/ April 21, 1977 


INVESTMENT COMPANY ACT OF 1940 
Release No. 1C-9730 


[File No. 57-689 Comment Period Expires July 1, 
1977] 


FORM AND CONTENT OF FINANCIAL STATEMENTS 
OF BANK HOLDING COMPANIES AND BANKS 


PROPOSED AMENDMENTS 


AGENCY: Security and Exchange Commission. 


ACTION: Proposed Rules. 


SUMMARY: The proposed rules would replace the 
existing Article 9 of Regulation S-X with a new article 
which will contain specific requirements as to form and 
content for consolidated and unconsolidated financial 
statements of bank holding companies and banks. The 
proposal of. these requirements has been made 
necessary by the continuing increase in the complexity 
of the operations of bank holding companies. It is 
expected that the proposed requirements will result in 
more informative financial statements for investors in 
securities of these companies. 


DATE: Comments on or before: July 1, 1977. 


ADDRESS: Comments in triplicate to George A. 
Fitzsimmons, Secretary, Securities and Exchange Com- 
mission, Washington, D.C. 20549. All comments will be 
available for public inspection. File No. S7-689. 


FOR FURTHER INFORMATION CONTACT: Lawrence 
J. Bloch, Assistant Chief Accountant, Securities and 
Exchange Commission, Washington, D.C. 20549 (202- 
755-1182). 


SUPPLEMENTAL INFORMATION: 


General 


The substantial number of bank holding company re- 
gistrants and the complexity of their operations makes it 
appropriate to propose amendment of the financial 
statement requirements in Regulation S-X [17 CFR Part 
210] by the addition of a completely revised Article 9 [17 
CFR 210.9-01 to 9-05] to be applicable to bank holding 
companies and banks. These requirements would be 
applicable to the consolidated and unconsolidated 
financial statements of bank holding companies. In ad- 
dition, the requirements would be appropriate for finan- 
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cial statements presented for banks. Existing Article 9 
which contains requirements for unconsolidated state- 
ments of bank holding companies and requirements for 
banks by reference to Regulation F of the Board of 
Governors of the Federal Reserve System [12 CFR 206] 
will be rescinded at such time as the proposed revision 
is adopted. 


The proposal combines elements of financial reporting 
requirements of the three Federal bank regulatory 
agencies and provisions of Regulation S-X applicable to 
commercial and industrial companies and to all re- 
gistrants generally. Additionally, the proposal reflects 
experience gained in examining financial statements of 
bank holding companies and banks filed with the Com- 
mission and discussion of accounting and disclosure 
problems with registrants, accountants and banking 
associations. 


Generally the proposal is separate and apart from the 
statistical disclosure requirements of Guides 61 and 3 
except for some of the requirements as to foreign acti- 
vities. A definition of foreign activities is included and is 
discussed below. Comments are specifically requested 
on this point. 


Principal Features 


For many years banks and bank holding companies 
have issued essentially unclassified financial state- 
ments. On the balance sheet, assets and liabilities are 
listed in what has become a traditional order but the 
statement does not present classifications correspond- 
ing to the current and fixed categories found almost 
universally on the statements of commercial and in- 
dustrial enterprises. Similarly, the income statements 
lists the items of revenue followed by expenses without 
classification or breakdown to show the interrelation- 
ship of specific categories of revenue and costs and ex- 
penses. The proposed balance sheet would show 
earning assets separately from all other assets and 
deposits and borrowed funds apart from all other liabili- 
ties. The income statement proposal calls for a format in 
which the various components of revenue and expense 
are presented in the following order and classification: 


Revenue from earning assets 

Cost of funds 

Net revenue from earning assets before provision for 
loan losses 

Provision for loan losses 

Net revenue from earning assets 

Other revenue 

Other expenses 

Income or loss before income tax expense and appro- 
priate other items. 


A separate requirement will elicit information concern- 
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ing foreign activities from companies to which they are 
material (8210.9-04). Although some bank holding 
companies have included disclosures of foreign activi- 
ties in their financial statements in the past, there has 
been no comparability between registrants. It is hoped 
that, by detailing the areas in which disclosure is to be 
made and defining the term ‘foreign activities,’’ uni- 
formity and comparability among registrants will be 
achieved. Foreign activities are defined to include loans 
and other revenue producing assets and transactions in 
which the debtor or customer is domiciled outside the 
United States. The definition would cover operations 
located and conducted entirely outside the United 
States as in the definition of foreign operations in the 
Financial Accounting Standards Board’s Standard No. 
14 which is concerned with reporting for segments of a 
business enterprise. The definition would also include 
loans made from a location in the United States to a 
customer located outside the United States. While this 
latter category is a type of lending transaction not 
explicitly considered in the FASB’s definition, these 
loans appear to have similar characteristics as those in 
the FASB’s definition. It is not determinable at this time 
whether bank holding companies would interpret 
standard No. 14 to include such loans and transactions 
as falling within the ambit of the FASB standard. 
Guides 61 and 3 include a requirement for disclosure of 
foreign operations but leave the determination of which 
components are foreign operations to the registrant. 
Therefore, we now believe that the significance of 
foreign activities to some banks is such that there is a 
need for a clear definition in order to achieve a degree of 
uniformity in reporting and to facilitate comparison 
between registrants. 


Specifically, disclosure is proposed concerning loans, 
allowance for loan losses, balance in foreign banks, 
deposits, borrowings and revenue and income. These 
are the only items in the proposed Article 9 which are 
derived directly from Guides 61 and 3, and in most cases 
registrants will be able to comply with the requirements 
for statistical disclosure elsewhere in the annual report 


or registration statement. No specific format is 
prescribed for these disclosures which may be made in 
the form of notes or separate financial statements as 
may be appropriate. However, by including them as a 
financial statement requirement, the information will be 
covered by the accountant’s report. 


In view of the relative insignificance of securities gains 
and losses on investment securities, it no longer 
appears appropriate to continue to report this amount 
as a separate categor, at the foot of the income state- 
ment immediately preceding net income. The proposal 
consequently considers such gains or losses as an 
element of other revenue. This change will have the 
further effect of eliminating reporting of earnings and 
earnings per share on the dual basis of income before 








securities gains or losses and net income, which 
currently do not vary significantly. 


In the period since the revision of Article 9 in 1972, the 
requirement for schedule disclosure of amounts 
receivable from underwriters, promoters, directors, 
officers, employees and holders of securities has been 
the subject of widely varying interpretations by re- 
gistrant bank holding companies. The nature and extent 
of disclosure, consequently, has also differed between 
companies. Some multi-bank holding company systems 
argue that it is difficult to accumulate information as to 
transactions involving persons who are directors of one 
subsidiary bank with other affiliates of the holding 
company to which they have no direct connection. 
Other holding companies can ascertain the information 
but state that its reporting results in a long detailed 
schedule which is of very limited value. 


The requirement for this disclosure is based on the pro- 
vision in Schedule A of the Securities Act of 1933 that a 
balance sheet shall show various items of assets and 
liabilities ‘including any loan in excess of $20,000 to any 
officer, director, stockholder, or person directly or in- 
directly controlling or controlled by the issuer, or person 
under direct or indirect common control with the 
issuer.” Although concern over a company’s relation- 
ships with insiders continues to be important, it appears 
that under current conditions $20,000 is too low an 
amount to be of significance. Consequently the pro- 
posal would require that indebtedness in excess of 
$40,000 be reported on a_ schedule (8210.12-05 
Schedule V). An exemption is provided for indebted- 
ness related to the purchase of a person's princinal re- 
sidence and for travel and expense advances. When 
commenting on the proposal it should be kept in mind 
that it appears that the majority of recent bank failures 
resulted not so much from mismanagement or weak- 
ness in the economy, but rather from insider dealings 
such as improper and excessive loans to officers, direc- 
tors, and employees. Hopefully, a requirement for 
disclosure of these loans will play a part in the reduction 
of such occurrences in the future. 


Other Important Features 


Although, as noted above, the proposed article draws 
heavily from existing financial reporting requirements, it 
contains a number of features which have not been 
frequently observed in bank and bank holding company 
financial statements. The most significant are the 
classified financial statements and foreign banking 
operations disclosure. Set forth below are a number of 
significant features of the proposal: 


1. Inasmuch as loans are the most significant asset, 
they are specified as the first asset caption on the 
balance sheet (8210.9-02-1). 


2. In accordance with generally accepted accounting 
terminology, the caption ‘Allowance for loan losses” is 
proposed in place of the technically incorrect ‘Reserve 
for loan losses’’ (8210.9-02-3). 


3. Disclosure would be required as to the aggregate 
amount of investment in securities of an issuer which 
exceeds five percent of stocholders’ equity of the bank 
holding company. In addition, consideration would 
have to be given to disclosure of risk characteristics as 
may be appropriate (8210.9-02-5). The proposed 
requirement is derived from the proposal in Securities 
Act Release No. 5668 (41 FR 4833) which was con- 
cerned with concentration of investments in securities 
of an issuer. 


4. Trading account securities are proposed to be 
carried at market value (8210.9-02-6). This would 
provide for a uniform manner of carrying these 


securities and is consistent with the nature and manner 
of operation of a securities trading account. 


5. Interest-bearing deposits in other banks are to be 
reported under the earning assets classification (8210.9- 
02-8), while other cash balances would be excluded 
from earning assets (8210.9-02.10). 


6. Disclosures concerning compensating balances and 
other restrictions on cash deposits applicable to com- 
mercial and industrial companies (8210.5-02-1) are to be 
made applicable also to bank holding companies. 
Arrangements of this nature relate primarily, but not ex- 
clusively, to the operations of a holding company and 
its nonbank subsidiaries (8210.9-02-10(d)). 


7. Other real estate owned would be_ reported 
separately and excluded from the earning assets 
classification. In addition, there should be disclosure of 
details of any allowance for losses on real estate owned 
(§210.9-02-13). Costs and expenses related to these 
properties would be disclosed separately on the income 
statement (§210.9-03-20(b)). 


8. Atseveral places in the proposal, provision is made 
to reflect accounts and activities which are primarily 
those of the holding company and its nonbank sub- 
sidiaries. One such example is the disclosure concerning 
compensating balances referred to above; others are in- 
cluded in requirements for disclosures concerning 
short-term debt (8210.9-02-21), long-term debt (8210.9- 
02-22) and investments in affiliates and other persons 
(8210.9-02-15). 


9. Disclosure of interest rates and terms of various 
categories of short-term borrowings and commitment 
fees and lines of credit would be required by sub- 
sections 8210.9-02-21(d) and (e). These requirements 
are applicable both to bank operations and nonbank 
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operations and are adopted from comparabie provisions 
applicable to commercial and industrial companies 
(8210.5-25). 


10. Disclosures concerning long-term debt of com- 
mercial and industrial companies (8210.5-02-29) are 
extended to bank holding companies by cross reference 
(8210.9-02-22). 


11. The portion of retained earnings representing 
amounts which in the accounts of a subsidiary bank 
have been capitalized by transfer from undivided profits 
to surplus should not be classified on the balance sheet 
as retained earnings unappropriated (8210.9-02-30(b)). 


12. In accordance with practice which has developed 
recently, the proposal provides that in the income 
statement of a parent bank holding company dividends 
received from unconsolidated subsidiaries should be 
shown as the first item on the statement. Equity in un- 
distributed earnings of such subsidiaries would be 
reported at the bottom of the income statement 
(§210.9-03-24(c)). 


13. Schedule requirements are proposed which will 
conform to requirements applicable to other classes of 
registrants filing in accordance with Regulation S-X 
(8210.9-05). 


14. A summary schedule of investment securities 
similar to a schedule in Regulation F of the Federal 
Reserve System is proposed (§210.12-32). 


COMMISSION ACTION: The Commission hereby 
proposes revision of 8210.5-01, 8210.9-01—09-05, 
§210.12-02 and 8210.12-32, Chapter II of Title 17 of the 
Code of Federal Regulations as indicated below: 


17 CFR Part 210 (Regulation S-X) 


§210.5-01 Application of 88210.5-01 to 210.5-04 


(a) * * * 


(7) Bank holding companies and banks 


* * * * 


(b) (Deleted) 


(c) Redesignated as (b)) 


BANK HOLDING COMPANIES AND BANKS 


§210.9-01. Application of 88210.9-01 to 210.9-05 
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(a) Bank holding companies. - This article shall be 
applicable to financial statements filed for bank holding 
companies and banks. 


(b) The requirements of the general rules in 88210.1- 
01---210.1-02, 210.2-01---210.2-05, 210.3-01---210.3-17 
and 210.4-01---210.4-08 shall be applicable except 
where they differ from requirements of 8210.9-01 to 
9-05. 


Rule 8210.9-02. Balance sheets. 


Except as otherwise permitted by the Commission, the 
balance sheets filed for persons to whom this article is 
applicable shall comply with the following provisions 
(see paragraph (a) of 8210.3-01: 


ASSETS AND OTHER DEBITS 
EARNING ASSETS 


1. Loans. - (a) State separately each of the following 
categories of loans which exceeds ten percent of total 
loans: (1) real estate loans; (2) loans to financial 
institutions; (3) loans for purchasing or carrying 
securities; (4) loans to farmers; (5) commercial and 
industrial loans; (6) loans to individuals (consumer 
loans); (7) all other loans of bank subsidiaries; and 
(8) loans of the holding company and its nonbank sub- 
sidiaries. All other loans may be combined in one 
amount. Under real estate loans include loans secured 
by buildings under construction, land being developed, 
residential properties and commercial properties. In- 
clude under loans to financial institutions loans to real 
estate investment trusts, mortgage companies, banks 
and other financial and depository institutions. Exclude 
from loans to farmers, loans secured by real estate 
owned. Loans attributable to foreign banking opera- 
tions may be included in the foregoing captions or, if it 
is impractical to classify such loans in accordance with 
these categories, a separate caption stating the total 
amount of such loans may be provided. 


(b) Exclude contracts of sale or loans indirectly 
representing bank premises or other real estate owned. 
Such amounts shall be included in the appropriate 
caption below. 


(c) Do not deduct bona fide deposits of borrowers 
accumulated for repayment of loans. 


2. Unearned income. The total of unearned discounts, 
finance charges, and interest included in loans shall be 
shown separately and deducted from total loans. 


3. Allowance for loan losses. (a) The allowance for 
loan losses shall be shown separately on the face of the 
statement and deducted from total loans. 





(b) For each period for which an income statement is 
filed furnish in a note a statement of changes in the 
illowance for loan losses showing balances at 
beginning and end of the period, provision charged to 
income, recoveries of amounts charged off and losses 
charged to the allowance. 


4. Lease financing. State the net investment in leases 
accounted for by the financing method. Summarize in a 
note the balances of lease payments receivable and 
estimated residual value reduced by related non- 
recourse debt and interest and unearned income. 


5. /nvestment securities. (a) State the aggregate book 
value of investment securities showing parenthetically 
or otherwise the aggregate amount on the basis of 
market quotations or fair value at the balance sheet 
date. (See subsection 210.9-02-15). 


(b) State parenthetically or in a note, book value and 
value on the basis of market quotations or fair value of 
securities of (1) the U.S. Treasury; (2) U.S. Govern- 
ment agencies and corporations; (3) states of the U.S. 
and political subdivisions; (4) other bonds, notes and 
debentures including obligations of foreign govern- 
ments and political subdivisions; and (5) corporate 
stock. 


c) State in a note the basis by which book value is 
determined. Bond premium shall be amortized and 
discount shall be accreted. 


(d) Include securities pledged, loaned or sold under 
repurchase agreements and similar arrangements. 
Exclude borrowed securities and securities purchased 
under resale agreements or similar arrangements. 


(e) State in a note the name of issuer, aggregate book 
value and aggregate amount on the basis of market 
quotations or fair value of the securities of any issuer for 
which the aggregate book value exceeds five percent of 
stockholders’ equity of the person. For the purpose of 
this disclosure, the term ‘“‘issuer’’ shall have the 
meaning given in Section 2(4) of the Securities Act of 
1933, except that (1) the United States Government and 
its agencies shai! be considered as one issuer, (2) any 
state of the United States and its agencies shall be 
considered as one issuer, (3) a political subdivision of a 
state of the United States and its agencies shall be 
considered as one issuer, and (4) a foreign government 
and its agencies and political subdivisions shall be 
considered as one issuer. For purposes of determining 
amounts to be reported, securities guaranteed by or 
considered liabilities or moral obligations of another 
entity shall be considered as securities of both the issuer 
and the guarantor or obligor. Consideration shall be 
given to disclosure of risk characteristics of the 
securities of an issuer and of differences in risk 


characteristics of different issues of securities of an 
issuer as may be appropriate. 


6. Trading account securities. Securities carried in 
dealer trading accounts that are held principally for 
resale to customers shall be stated at market value. 


7. Other short-term investments. (a) State the 
aggregate value of Federal funds sold and securities 
purchased under resale agreement or similar arrange- 
ments. All securities purchased under transactions of 
this type shall be included regardless of (1) whether they 
are called simultaneous purchases and sales, buy- 
backs, turnarounds, overnight transactions, delayed 
deliveries, or other terms signifying the same sub- 
stantive transaction, and (2) whether the transactions 
are with the same or different institutions if the purpose 
of the transactions is to resell identical or similar 
securities. 


(b) Federal funds sold and purchases of securities 
under resale agreements shall be reported gross and not 
netted against purchases of Federal funds and sales of 
securities under repurchase agreements. 


8. Deposits in other banks, interest bearing. 
9. Total earning assets. 
10. Cash and due from banks. 


(a) Reciprocal demand balances with banks in the 
United States, except those of private banks and 
American branches of foreign banks, shall be included 
net. 


(b) The classification and disclosure required by sub- 
section 210.5-02-1 shall be given with regard to cash 
and cash items of the parent bank holding company and 
all non-bank consolidated subsidiaries. 


11. Property and equipment. State separately here, or 
in a note referred to herein, if practicable, each major 
class used in the ordinary course of business such as 
land, building, vaults, office or leasehold improvements 
and the basis of determining the amounts. 


12. Accumulated depreciation and amortization of 
property and equipment. 


13. Other real estate owned. (a) Include all real estate 
owned other than that used in the ordinary course of 
business. State separately in a note the basis of 
determining the amounts at which the assets are shown 
in the balance sheet and the amount included under 
each basis. 


(b) 


Any reduction in book value resulting from the 
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recognition of fair market value at the time of 
acquisition of a property shall be accounted for as a loan 
loss. (See subsection 210.9-03-20(b)). 


(c) Any allowance for real estate losses shall be shown 
separately on the face of the statement and deducted 
from total other real estate owned. For each period for 
which an income statement is filed, furnish in a note a 
statement of changes in the allowance for real estate 
losses showing balances at beginning and end of 
period, provision charged to income, and _ losses 
charged to the allowance. 


14. Customers’ acceptance liability. (a) State amounts 
receivable from customers on drafts and bills of 
exchange that have been accepted by a consolidated 
subsidiary bank or any other bank for the account of a 
consolidated subsidiary and that are outstanding — that 
is, not held by the subsidiary bank, on the reporting 
date. (If held by the subsidiary bank, they should be 
reported as “‘loans’’.) 


15. Investments in affiliates and other persons. State 
separately amounts representing investments in affili- 
ates (including banks) and investments in other persons 
which are accounted for by the equity method, and 
state the basis of determining these amounts. Show 
investments in banks separately from other invest 
ments. State separately in the registrant's balance sheet 
the amounts whici. in the related consolidated balance 
sheet are (a) eliminated and (b) not eliminated. 


16. /ndebtedness of affiliates and other persons. \n- 
clude under this caption indebtedness of affiliates 
(including banks) and indebtedness of other persons the 
investments in which are accounted for by the equity 
method. Show indebtedness of banks separately in the 
registrant's balance sheet the indebtedness which in the 
related consolidated balance sheet is (a) eliminated and 
(b) not eliminated. 


17. Other assets. (a) State amounts receivable from 
underwriters, promoters, directors, officers, employees 
and principal holders (other than affiliates) of equity 
securities of the person and its affiliates. The amount 
receivable shall be shown separately on the balance 
sheet if it exceeds five percent of stockholders’ equity 
Exclude amounts receivable from such persons for 
ordinary travel and expense advances and simila 
arising in the ordinary course of business. 


(b) State separately (1) legally restricted deposits held 
as compensating balances against long-term borrowing 
arrangements; (2) excess of cost over assets acauired 
(net of amortization); (3) other intangible assets (net of 
amortization); and (4) any other asset which is in excess 
of five percent of total assets. 


18. Total assets. 
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LIABILITIES AND STOCKHOLDERS’ EQUITY 
LIABILITIES 


19. Deposits. State separately (a) demand deposits in 
domestic bank offices; (b) time and savings deposits in 
domestic bank offices; and (c) deposits in foreign 
banking offices. 


20. Bank acceptance outstanding. State the ag- 
gregate of unmatured drafts and bills of exchange 
accepted by a subsidiary bank, or by some other bank 
as its agent (other than those reported in demand 
deposits), less the amount of such acceptance acquired 
by the subsidiary bank through discount or purchase 
and held on the reporting date. 


21. Short-term borrowings. (a) State separately 
amounts payable for (1) Federal funds purchased and 
securities sold under agreements to repurchase; (2) 
commercial paper; and (3) other short-term borrowings. 
(b) Federal funds purchased and sales of securities 
under repurchase agreements shall be reported gross 
and not netted against sales of Federal funds and 
purchases of securities under resale agreements. 


(c) Include as securities sold under agreements to re- 
purchase all transactions of this type regardless of (1) 
whether they are called simultaneous purchases anc 
sales, buy-backs, turnarounds, overnight transactions, 
delayed deliveries, or other terms signifying the same 
substantive transaction, and (2) whether the trans- 
actions are with the same or different institutions if the 
purpose of the transactions is to repurchase identical or 
similar securities. 


(d) The weighted average interest rate and general 
terms (as well as formal provisions for the extension of 
the maturity) of each category of borrowed funds 
reflected on each balance sheet required shall be 
disclosed along with the maximum amount of 
borrowings in each category outstanding at any month- 
end period for which an end-of-period balance sheet is 
reguired. In addition, the approximate average short- 
term borrowing outstanding during the period and the 
approximate weighted average interest rate (and a brief 
description of the means used to compute such 
average) for such aggregate short-term borrowings 
shall be disclosed in the notes to the financial 
statements. 


(e) The amount and terms (including commitment 
fees and the conditions under which lines may be 
withdrawn) of unused lines of credit for short-term 
financing shall be disclosed, if significant, in the notes 
to the financial statements. The amount of these lines 
of credit which support a commercial paper borrowing 
arrangement or similar arrangements shall be separately 
identified. 








22. Bonds, mortgages and similar debt. (a) \nclude 
bonds, capital notes, debentures, mortgages and 
3imilar debt. 


(b) State ina note the information required under sub- 
section 210.5-02-29. (See also subsection 210.5-02-30.) 


(c) State separately in the registrant’s balance sheet 
the indebtedness to affiliates which in the related 
consolidated balance sheet is (i) eliminated and (ii) not 
eliminated. 


(d) State in notes with apprpriate explanations (i) the 
title and amount of each issue of debt of a subsidiary 
included in (a) above which has not been assumed or 
guaranteed by the registrant; and (ii) any liens on bank 
premises or other real estate owned by a subsidiary 
bank or its consolidated subsidiaries which have not 
been assumed by the bank subsidiary or its consolidated 
subsidiaries. 


23. Total deposits and borrowings. 


24. Accounts payable and accrued liabilities. (a) State 
amounts payable to underwriters, promoters, directors, 
officers, employees and principal holders (other than 
affiliates) of equity securities of the person and its 
affiliates. Exclude amounts included in deposits and 
amounts payable to such persons for ordinary travel 
und expense advances and for similar items arising in 
the ordinary course of business. 


(b) State separately (1) income taxes payable; (2) 
deferred income taxes; (3) any other liability which is in 
excess of five percent of total liabilities. 


25. Indebtedness to affiliates and other persons. 
Include under this caption indebtedness to affiliates 
(including banks) and indebtedness to other persons the 
investments in which are accounted for by the equity 
method. Show indebtedness to banks separately from 
indebtedness to other persons. State separately in the 
registrant’s balance sheet the indebtedness which in the 
related consolidated balance sheet is (a) eliminated and 
(b) not eliminated. 


26. Total liabilities. 


27. Commitments and contingent liabilities. 


(a) See subsection 210.3-16(i). 

(b) State ina note the amount of outstanding standby 
letters of credit. For the purpose of this disclosure 
“standby letters of credit’’ shall include every letter of 
credit (or similar arrangement however named or 
Jesignated) which represents an obligation to the 
beneficiary on the part of an issuing consolidated 
subsidiary bank (A) to repay money borrowed or 


advanced to or for the account of the account party; 
(B) to make payment on account of any evidence of 
indebtedness undertaken by the account party; or (C) to 
make payment on account of any default by the 
account party in the performance of an obligation. Do 
not include standby letters of credit fer which the 
issuing bank has either been paid an amount equal to its 
liability under the standby letter of credit, or has set 
aside sufficient funds in a segregated deposit account 
to cover its maximum liability. 


28. Minority interest in consolidated subsidiaries. 
STOCKHOLDER’S EQUITY 


29. Capital shares. The classification and disclosure 
required by subsection 210.5-U2-38 shall be given. 


30. Other stockholders’ equity. (a) The classification 
and disclosure required by subsection 210.5-02-39 shall 
be given. 


(b) Exclude from retained earnings, unappropriated, 
amounts which in the accounts of a subsidiary bank 
have been transferred from undivided profits to surplus. 
State in a note the amount of any undistributed 
earnings of a subsidiary or 50% or less owned bank 
which cannot be distributed without obtaining approval 
of a Federal or State regulatory agency (See subsection 
3-16(h)). 


31. Total stockholders equity. 
32. Total liabilities and stockholders’ equity. 


§210.9-03. Income statements. 

(a) Except as otherwise permitted by the Commission, 
the income statements filed for persons to wnom this 
article is applicable shall comply with the provisions of 
this rule (see paragraph (a) of §210.3-01). 


REVENUE FROM EARNING ASSETS 


1. Interest and fees on loans. (a) State interest and 
fees in the same categories as loans are stated on the 
balance sheet. (See subsection 210.9-02-1(a).) 


(b) Include interest, fees and service charges on loans. 
Include interest on notes, bills and drafts that have been 
rediscounted with Federal Reserve or other banks or 
pledged as collateral to secure bills payable or for any 
other purpose and profits or losses resulting from the 
sale of acceptances and commercial paper at discount 
rates other than those at which such paper was 
purchased. 


(c) Current amortization of premiums on mortgages or 
other loans shall be deducted from interest on loans and 
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current accumulation of discount on such items shall be 
added to interest on loans. 


2. Lease financing revenue. 


3. /nterest (and dividends if material) on investment 
securities. (a) State separately income from (1) U.S. 
Treasury and other U.S. Government agency and 
corporation securities; (2) obligations of states and 
political subdivisions; and (3) other securities. 


(b) Inciude accretion of discount on securities and 
deduct amortization of premiums on securities. 


4. Trading account revenue. Include profits and 
losses, interest and other income and expense related to 
securities carried in a dealer trading account or 
accounts that are held principally for resale to 
customers, but do not deduct salaries, commissions 
and other indirect expenses 


5. Revenue from temporary investments. Show 
separately (a) interest on deposits with other banks, and 
(b) total gross revenue from Federal funds sold and 
securities purchased under agreements to resell. 


6. Total revenue from earning assets. 
COST OF FUNDS 


7. %Interest on deposits. \|nclude interest on all 
deposits. State separately on the income statement or 
in a note, interest on deposits detailed in the same 
categories as those by which deposits are stated on the 
balance sheet. (See subsection 210.9-02-19(a).) 


8. Interest on borrowed funds. \nclude interest on 
borrowed funds including Federal funds purchased, 
securities sold under agreements to repurchase, com- 
mercial paper and other short-term borrowings. 


9. Interest on long-term debt. \nclude interest on 
bonds, capital notes, debentures and similar debt. 
Interest on mortgages on bank premises shall be 
included under caption 19 below. 

10. Total cost of funds. 


11. Net revenue from earning assets before provisions 
for loan losses: 


12. Provisions for loan losses. 

13. Net revenue from earning assets. 
OTHER REVENUE 

14. 


Income from fiduciary activities. Include commis- 
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sions and fees for services performed in any authorized 
fiduciary capacity. 


15. Service charges, commissions and fees. |nclude 
income from services to or for customers such as 
service charges on deposit accounts, other service 
charges, collection and exchange charges, com- 
missions on securities underwritings, securities broker- 
age income and similar items. 


16. Gains orlosses on investment securities. State in a 
note, the method followed in determining the cost of 
investments sold, e.g., “average cost,” ‘‘first-in, 
first-out,’’ or ‘identified certificate.’’ Gains or losses on 
the person’s own equity securities shall not be included 
under this caption. 


17. Other income. State separately any item of other 
income which is in excess of ten percent of net income. 
OTHER EXPENSE 

18. Salaries and employee benefits. 
19. Occupancy expense. Report in one amount the 


cost of occupancy of bank office premises reduced by 
rental income from premises leased to others. 


20. Other operating expenses. (a) Include all operating, 
expenses not included in a caption above. 


(b) State separately in one amount the cost of opera- 
tion of other real estate owned reduced by rental or 
other related income. Include adjustments of book 
value subsequent to acquisition, provisions for real 
estate losses, and gains or losses on disposition of 
assets. 


(c) State separately any amount which is in excess of 
ten percent of net income. 


21. /ncome or loss before income tax expense and 
appropriate items below. 


22. Income tax expense. 
16(0).) 


(See subsection 210.3- 


23. Minority interest in income of consolidated sub- 
sidiaries. 


24. Equity in earnings of unconsolidated subsidiaries 
and 50 percent or less owned persons, less applicable 
tax. (a) State separately for bank subsidiaries and for 
nonbank subsidiaries (1) dividends received from such 
persons, and (2) equity in undistributed income. 
Disclose parenthetically or otherwise, the tax applicable 
to each item reported. 





(b) The amounts to be reported shall exclude equity in 
extraordinary items. 


(c) In the income statement of a bank holding 
company (unconsolidated), dividends received from un- 
consolidated subsidiaries shall be shown as the first 
item on the statement. 

25. /ncome or loss before extraordinary items. 

26. Extraordinary items, less applicable tax. State 
separately (a) extraordinary items of the person and 
(b) equity in extraordinary items of (1) unconsolidated 
subsidiaries and (2) 50 percent or less owned persons 
for which the equity in earnings was reported under 
caption 23. Indicate the nature of any material items and 


disclose parenthetically or otherwise the tax applicable 
to each. 


27. Cumulative effects of changes in accounting 
principles. State separately (a) changes of the person 
and (b) equity in changes of (1) unconsolidated sub- 
sidiaries and (2) 50 percent or less owned persons for 
which the equity in earnings was reported under caption 
24. Indicate the nature of any material items and 
disclose parenthetically or otherwise the tax applicable 
to each. 


28. Net income or loss. (See subsection 210.9-02- 
30(a).) 


29. Earnings per share data. Refer to the pertinent 
requirements in the appropriate filing form. 


8210.9-04 Foreign activities. 


(a) General requirements. Separate disclosure con- 
cerning foreign activities (banking and nonbanking) as 
specified in subcaptions (c), (d), (e), (f), (g) and (h) 
below shall be made if during each of the two most 
recent fiscal years (1) revenue associated with foreign 
activities exceeded ten percent of total revenue or (2) 
income (loss) before taxes associated with foreign 
activities exceeded ten percent of income (loss) before 
income tax expense, or assets associated with foreign 
activities exceeded ten percent of total assets as 
reported in the related financial statements. 


(b) 


Definitions. As used in this article the following 
terms shall have the meanings indicated: 


(1) Foreign activities. The term ‘‘foreign activities’ 
includes loans and other revenue producing assets and 
transactions in which the debtor or customer, whether 
an affiliated or unaffiliated person, is domiciled outside 
the United States. 


2. Revenue. The term “revenue” includes the total of 


amounts reported at subcaptions 210.9-03-7, 15, 16, 
and 17. 


(c) Loans. (1) State separately each of the following 
categories of loans which exceeds ten percent of total 
loans related to foreign activities (i) real estate loans, 
(ii) loans to banks and other financial institutions, 
(iii) Commercial and industrial loans, (iv) loans to 
individuals (consumer loans), (v) loans to governments 
and official organizations, and (vi) other loans. 


(2) State also the amount of loans made from 
affiliated enterprises located outside the United States 
to unaffiliated persons within the United States which 
are not included in the amounts reported as foreign 
activities. 


(d) Allowances for loan losses. For each period for 
which an income statement is filed, furnish in a note a 
statement of changes in the allowance for loan losses 
applicable to loans related to foreign activities showing 
balances at beginning and end of the period, provision 
charged to income, recoveries of amounts charged off 
and losses charged to the allowance. 


(e) Balances and deposits in banks located outside the 
United States. Show separately (1) interest bearing 
deposits and balances, and (2) all other balances. 


(f) Deposit liabilities. State separately deposits of (1) 
banks in foreign countries (including balances of foreign 
branches of other United States banks), (2) deposits of 
foreign governments and official organizations, and (3) 
other foreign deposits. 


(g) Other borrowings. State separately (1) bank 
acceptances outstanding, (2) borrowed funds, (3) 
bonds, mortgages and similar debt, and (4) other 
liabilities related to foreign activities corresponding to 
the amounts reported on the balance sheet at sub- 
captions 210.9-02-20, 21, 22, 24 and 25. 


(h) Revenue and income (loss) before taxes. For each 
period for which an income statement is filed state the 
amount of revenue, expenses and income (loss) before 
taxes associated with foreign activities. Information 
may be presented in the form of the income statement 
in 8210.9-03. State in a note the nature of significant 
estimates and assumptions made in allocating revenue 
and expenses to foreign activities. 


§210.9-05 What schedules are to be filed. 


(a) Except as expressly provided otherwise in the 
applicable form: 


(1) The schedu!es specified below in this section as 
Schedules |, VI, Vil, VIII, IX, X, and XI shall be filed as 
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of the dates of the most recent audited balance sheet 
and any subsequent unaudited balance sheet being filed 
for each person or group, provided that any such 
schedule (other than Schedules | and IX) may be 
omitted if both of the following conditions exist: 


(i) The financial statements are being filed as part of 
an annual or other periodic report; and 


(ii) the information that would be shown in the 
respective columns of such schedule would reflect no 
changes in any issue of securities of the registrant or 
any significant subsidiary in excess of 5 percent of the 
outstanding securities of such issue as shown in the 
most recently filed annual report containing the 
schedule. 


(2) Schedule IX, Capital shares, may also be omitted if 
the above two conditions exist and any information 
required by column G of the schedule is shown in the 
related balance sheet or in a note thereto. 


(3) All other schedules specified below in the rule as 
Schedules II, Ili, IV, V, and XII shall be filed for each 
period for which an income statement is required to be 
filed for each person or group. 


(b) When information is required in schedules for both 
the registrant and the registrant and its subsidiaries 
consolidated it may be presented in the form of a single 
schedule, provided that items pertaining to the 
registrant are separately shown and that such single 
schedule affords a properly summarized presentation of 
the facts. If the information required by any schedule 
(including the notes thereto) may be shown in the 
related financial statement or in a note thereto without 
making such statement unclear or confusing, that 
procedure may be followed and the schedule omitted. 


(c) The schedules shall be examined by the _in- 
dependent accountant if the related financial state- 
ments are so examined. 


Schedule |. /nvestment securities. - The schedule pre- 
scribed by 8210.12-32 shall be filed in support of caption 
5 of a balance sheet. 


Schedule !!. /nvestments in, equity in earnings of, and 
dividends received from affiliates (including banks) and 
other persons. - The schedule prescribed by 8210.12-04 
shall be filed in support of caption 15 of each balance 
sheet. This schedule m either the 
sum of captions 15 and 1 e sh 
e sheet 
stockholders’ equity as shown by 
the related balance sheet at either the beginning or end 
of the peric (2) there have been no material 
changes in the information reported. 


y be omitted if (1) 7 
6 in the related balar 

nor the amount of caption 25 in such balanc 
exceeds 10 percent of 
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Schedule Ill. /ndebtedness of affiliates (including 
banks) and other persons. - The schedule prescribed by 
§210.12-05 shall be filed in support of caption 16 of each 
balance sheet; however, the required information may 
be presented separately on Schedule II or Schedule VII. 
This schedule may be omitted if (1) neither the sum of 
captions 15 and 16 in the related balance sheet nor the 
amount of caption 25 in such balance sheet exceeds 10 
percent of stockholders’ equity as shown by the related 
balance sheet at either the beginning or end of the 
period, or (2) there have been no material changes in 
the information required to be filed from that last 
previously reported. 


Schedule IV. Valuation and qualifying accounts and 
reserves. - The schedule prescribed by 8210.12-13 shall 
be filed in support of valuation and qualifying accounts 
and reserves included in each balance sheet excluding 
the allowances for loan losses and real estate losses. 


Schedule V. Amounts receivable from underwriters, 
promoters, directors, officers, employees, and principal 
holders (other than affiliates) of equity securities of the 
person and its affiliates. - The schedule prescribed by 
§210.12-03 shall be filed with respect to each person 
among the underwriters, promoters, directors, officers, 
employees and principal holders (other than affiliates) of 
equity securities of the person and its affiliates, from 
whom an aggregate indebtedness of more than $40,000 
is owed or, at any time during the period for which 
related income statements are required to be filed, was 
owed. For the purpose of this schedule it shall not be 
necessary to disclose amounts receivable from any such 
person for either (1) a loan made for the purchase of 
their principal place of residence made in the ordinary 
course of business that (i) was made on substantially 
the same terms, including interest rates and collateral, 
as those prevailing at the time for comparable trans- 
actions with other persons, and (ii) did not involve more 
than normal risk of collectibility or present other un- 
favorable features, or (2) ordinary travel and expense 
advances and similar items arising in the ordinary course 
of business. 


Schedule VI. Bonds, mortgages, and similar debt. - 
The schedule prescribed by 8210.12-10 shall be filed in 
support of caption 22 of a balance sheet. 


Schedule VII. /ndebtedness to affiliates (including 
banks) and other persons. - The schedule prescribed by 
§210.12-11 shall be filed in support of caption 25 of each 
balance sheet; however, the required information may 

e omitted if (1) neither the sum of captions 15 and 16 in 
the related balance sheet nor the amount of caption 25 
in such balance sheet exceeds 10 percent of stock- 
holders’ equity as shown by the related balance sheet 
at either the beginning or end of the period, or (2) there 
have been no material changes in the information re- 








quired to be filed from the last previously reported. 


Schedule VIII. Guarantees of securities of other 
issuers. - The schedule prescribed by 8210.12-12 shall 
be filed with respect to any guarantees of securities of 
other issuers by the person for which the statement is 
filed. 


Schedule IX. Capital shares. - The schedule prescribed 
by 8210.12-14 shall be filed in support of caption 30 of a 
balance sheet. 


Schedule X. Warrants or rights. - The schedule 
prescribed by 8210.12-15 shall be filed with respect to 
warrants or rights granted by the person for which the 
statement is filed to subscribe for or purchase securities 
to be issued by such person. 


Schedule XI. Other securities. -\f there are any classes 
of securities not included in Schedules VI, VIII, IX, or X, 
set forth in this schedule information concerning such 
securities corresponding to that required for the 
securities included in such schedules. Information need 
not be set forth, however, as to notes, drafts, bills of 
exchange, or bankers’ acceptances, having a maturity 
at the time of issuance of not exceeding 1 year. 


Schedule XII. Supplementary income statement 4. 


information. The schedule prescribed by 8210.12-16 
may be omitted for each income statement in which 
operating revenues (the aggregate of subsections 
210.9-03-6, 14, 15 and 16) were not of significant 
amount. This schedule may also be omitted if the 
information required by column B and instructions 3 
and 4 thereof is furnished in the income statement or in 
a note thereto. 


* * * * * 


§210.12-02 Marketable securities—other security in- 
vestments. 


Instruction 1(b) (Deleted) 


* * * 


§210.12-32 Investment securities 





Column A Column B Column C 





Type and 
maturity 
grouping 


Amount at which Value based 

shown in the on market 

balance sheet! quotations or 
fair value at 
date?:3 





U.S. Treasury securities 


(a) 
(b) 
(c) 
(d) 


Within 1 year 

After 1 year through 5 years 
After 5 years through 10 years 
After 10 years 

Total U.S. Treasury securities 


Securities of U.S. Government agencies and 
corporations 


(a) 
(b) 
(c) 
(d) 


Within 1 year 

After 1 year through 5 years 

After 5 years through 10 years 

After 10 years 

Total securities of U.S. Government agencies 
and corporations 


Obligations of states of the U.S. and political sub- 
divisions*# 


(a) 
(b) 
(c) 
(d) 


Within 1 year 

After 1 year through 5 years 

After 5 years through 10 years 

After 10 years 

Total obligations of states and political sub- 
divisions. 


Other bonds, notes and debentures5 


(a) 
(b) 
(c) 
(d) 


Within 1 year 

After 1 year through 5 years 

After 5 years through 10 years 

After 10 years 

Total other bonds, notes and debentures 


5. Corporate stock 


Total investment securities 





‘Column B shall be totaled to correspond to the 
respective balance sheet caption. 


2State the basis of determining amounts in column C. 
3Column C shall be totaled. 


4Include obligations of the States of the United States, 
their political subdivisions, agencies and instrumental- 
ities and obligations of territorial and insular posses- 
sions. Do not include obligations of foreign states. 


5Include securities of the Federal Reserve Bank, and 
foreign governments and political subdivisions thereof. 
State separately any significant amount and securities 
of any bank included hereunder indicating the number 
of shares or units or principal amount of bonds or notes. 


* * * * * 
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These amendments are proposed to be adopted 
pursuant to authority in Sections 6, 7, 8, 10 and 19(a) 
[15 U.S.C. 77f, 77g, 77h, 77j, 77s] of the Securities Act 
of 1933; Sections 12, 13, 15(d), and 23(a) [15 U.S.C. 
781, 78m, 780(d), 78w] of the Securities Exchange Act of 
1934; Sections 5(b), 14, and 20(a) [15 U.S.C. 79 e, 79n, 
79t] of the Public Utility Holding Company Act of 1935; 
and Sections 8, 30, 31(c) and 38(a) [15 U.S.C. 80a-8, 
80a-29, 80a-30(c), 80a-37(a)] of the Investment 
Company Act of 1940. Pursuant to Section 23(a)(2) of 
the Securities Exchange Act, the Commission has con- 
sidered the impact of these proposals on competition 
and is not aware, at this time, of any burden that such 
rule amendments, if adopted, would impose on com- 
petition. However, the Commission specifically invites 
comments as to the competitive impact of these 
proposals, if adopted. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


April 21, 1977 








SECURITIES EXCHANGE ACT OF 1934 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 13447/April 15, 1977 





Administrative Proceeding File No. 3-5168 

In the Matter of 

FORT WORTH STEEL & MACHINERY COMPANY 
File No. 81-252 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THAT ACT 


The Securities and Exchange Commission has issued an 
order granting the application of Fort Worth Steel & 
Machinery Company (‘‘Applicant’’), a majority-owned 
subsidiary of Houdaille Industries, Inc., pursuant to 
Section 12(h) of the Securities Exchange Act of 1934 
(the ‘1934’’) for an exemption from the reporting 
requirements of Sections 13 and 15(d) of the 1934 Act. 


It appeared to the Commission that the granting of the 
requested exemption would not be inconsistent with 
the public interest or the protection of investors. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13448/April 15, 1977 


OPTIONS FLOOR TRADING 


Pursuant to Securities Exchange Act Release No. 
13433, dated April 5, 1977, the Commission is releasing 
certain trade statistics for dually traded options received 
from the Options Clearing Corporation (OCC) for the 
dates March 9 - 24. Each of the exchanges engaged in 
the trading of these options has given permission for the 
OCC to release this data to the public. 


For certain dually-traded options, the following 
information is provided by exchange where the option is 
traded for each trading day: (1) total contract volume, 
(2) market share of volume, (3) contract volume 
involving market maker to market maker trades, (4) 
market maker to market maker contract volume, as a 
percent of exchange contract volume and (5) number 
and proportion of contracts with a market maker, firm, 
or customer on one side of the sale. 


Users of this data should be cautioned with respect to 
the interpretation of the market maker to market maker 
contract volume. The data is derived from OCC 
computer records kept for clearing purposes and is not 
designed primarily for tracing the sources (other than 
clearing firm) of both sides of each matched trade. We 
believe that any errors in the market maker to market 
maker volume presented which might result from the 
use of clearing records are small and may be random in 
nature.' 


The Commission plans to release comparable trade 
statistics for the period February 24 through March 8 as 
soon as the data can be reconstructed and verified. 
Comparable data for trading dates subsequent to March 
24 will be available from OCC. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





‘OCC receives matched trade data from the exchanges. 
The exchanges, however, may report to OCC multiple 
trades in a single option series, executed at one price 
over a short period of time and to be cleared through a 
single firm, on a batched basis. The CBOE has 
estimated based on sample data that the OCC report 
may overstate the market maker to market maker 
contract volume by as much as 5 to 10 percent. 
Statements submitted to the Commission by OCC and 
CBOE as to their matching procedures relevant to these 
data are appended. 
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'The contract volume figures in the categories of market 
maker, firm, and customer on one side of sale will total 
twice the actual contract volume because each of the 
two sides in every transaction is alloted to one of those 
categories. For example, a trade between a market 
maker and a customer will be counted once in the 
market maker category on one side of sale and once in 
the customer category on one side of sale; and a trade 
between two market makers will be counted twice in 
the market maker category. 


2Proprietary transactions initiated on the floor of the 
exchange by market maker members (including 
specialists and registered options traders). 


3Proprietary transactions from off the floor of the 
exchange by members or member organizations. 


‘Transactions initiated by or for customers (including 
non-member brokers and dealers). 





STATEMENTS SUBMITTED TO THE COMMISSION 


STATEMENT BY OPTIONS CLEARING CORPORA- 
TION (OCC) 


OCC receives matched trade record from the 
exchanges. The trade record has both the buy and sell 
sides of each trade recorded as reported to OCC by the 
exchanges; e.g., each side of each transaction is 
identified as to the clearing firm and designation of 
whether the account for which the trade is effected is a 
market maker, firm or customer account. If the buy and 
sell side both state the account for which the trade was 
effected was a market maker, that transaction is 
identified as a market maker to market maker trans- 
action. OCC’s report is strictly a reporting process from 
data given by the exchanges. OCC normally reads raw 
trade (input) data submitted from the exchanges. If the 
exchange data is invalid, then OCC reports would 
reflect the exchange errors. 


STATEMENT BY THE CHICAGO BOARD OPTIONS 
EXCHANGE (“CBOE”) 


Preliminary analysis indicates that certain computer 
logic steps employed in the CBOE’s trade matching 
process causes a systematic error in the data base 
employed by the OCC for reports of proprietary option 
transactions of floor members in dually listed option 
classes. At this preliminary stage, it would appear that 
the OCC report tends to overstate by 5 to 10 percent the 
number of trades between market makers. 
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The logic steps mentioned above significantly shorten 
the computing time of the CBOE’s trade matching 
system without affecting the accuracy or reliability of 
the clearing and settlement process. The accuracy of 
the market maker to market maker runs, insofar as 
those runs are presently compiled by the CBOE for its 
own surveillance purposes, is also not affected. The 
CBOE’s automated market maker to market maker 
surveillance system has been designed to reconstruct a 
listing of trades between market makers exactly as they 
occur on the floor. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 13449/ April 15, 1977 


NOTICE OF EXTENSION OF TIME FOR COMMENT IN 
PHILADELPHIA STOCK EXCHANGE APPLICATION 
FOR UNLISTED TRADING PRIVILEGES IN CERTAIN 
SECURITIES 


On March 9, 1977 the Commission gave notice of an 
application filed by the Philadelphia Stock Exchange 
(“PHLX’’) pursuant to Section 12(f)(1)(C) of the 
Securities Exchange Act of 1934 (the ‘‘Act’’) and Rule 
12f-1 thereunder. (Securities Exchange Act of 1934 
Release No. 13361 (March 11, 1977), 42 Fed. Reg. 
16009 (March 24, 1977)). PHLX has applied for unlisted 
trading privileges in the securities of the companies as 
set forth below, which securities are registered with the 
Commission pursuant to Section 12 of the Act or which 
would be required to be so registered except for the 
exemption from registration provided in subsection 
(g)(2)(B) or (g)(2)(G) of Section 12. 


American Greetings Corporation _ File No. 7-4919 

Class A Common Stock, $1.00 par value 

Combined Insurance Company File No. 7-4920 
of America 

Common Stock, $1.00 par value 

Kearney & Trecker Corporation File No. 7-4921 

Common Stock, $2.00 par value 

Pennzoil Offshore Gas Operators _ File No. 7-4922 
Incorporated 

Class B Common Stock, $1.00 par value 


The initial time for filing comments on these applica- 
tions expires April 15, 1977. The Commission has 
received requests from interested persons asking that 
the time for comment be extended one month so that 
they would have sufficient time to comment on the 
issues raised by this matter. The Commission notes that 
these applications are the first to be considered by it 
under Section 12(f)(1)(C) and finds that, because of the 
complexity of the issues involved, an extension of the 
time for comment in this matter will facilitate comment 





and thereby assist the Commission in its determina- 
tions. Accordingly, the Commission hereby extends the 
comment period in this matter to May 13, 1977. 


Upon receipt of a request on or before May 13, 1977 
from any interested person the Commission will 
determine whether the application with respect to the 
company shall be set down for hearing. Any such 
request should state briefly the title of the security in 
which the party is interested, the nature of the party's 
interest in making the request, and the position which 
the party proposes to take at the hearing, if ordered. In 
addition, any interested person may submit his views or 
any additional facts bearing on any of the said 
applications or amendments thereto by means of a 
letter addressed to the Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549 not 
later than the date specified. If no one requests a 
hearing with respect to the application, such application 
will be determined by order of the Commission on the 
basis of the facts stated therein and other information 
contained in the official files of the Commission 
pertaining thereto. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13450/April 18, 1977 


In the Matter of 

MIDWEST STOCK EXCHANGE, INCORPORATED 
120 South LaSalle Street 

Chicago, Illinois 60603 

(SR-MSE-77-3) 


ORDER APPROVING PROPOSED RULE CHANGE 


On February 23, 1977, the Midwest Stock Exchange, 
Incorporated (‘‘MSE"’) filed with the Commission, pur- 
suant to Section 19(b) of the Securities Exchange Act 
of 1934 (the ‘‘Act’’), as amended by the Securities Acts 
Amendments of 1975, and Rule 19b-4 thereunder, 
copies of a proposed rule change to amend Rule 9 of 


Article XVII by (1) inserting in subsection (a) a 
requirement that certain off-floor principal transactions 
in securities admitted to dealing on the MSE be trans- 
acted only with a third market maker or non-member 
block positioner; (2) eliminating from subsection (b) 
restrictions pertaining to the protection of limit orders in 


connection with the execution of off-floor agency 
transactions in securities admitted to dealing on the 
MSE; and (3) by inserting in subsection (b) the 
Exchange’s continued prohibition against “in house”’ 
agency crosses. Additionally, the MSE proposed to 
delete Rule 6 of Article XXII which relates to off-floor 
transactions in securities traded on the MSE. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 13333, (March 4, 
1977)) and by publication in the Federa/ Register (42 FR 
13882 (March 14, 1977)). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to registered 
national securities exchanges, and in particular, the 
requirements of Section 6 of the Act and the rules and 
regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on February 23, 1977, be, and it 
hereby is, approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13451/April 19, 1977 


The Securities and Exchange Commission announced 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 (‘Exchange Act’’) the single ten day 
suspension of exchange and over-the-counter trading 
for the period commencing at 10:00 a.m. (EST) on April 
19, 1977 and terminating at midnight (EST) on April 28, 
1977 of the securities of Bengal Oil & Gas Corp. 
(‘Bengal’), a Colorado corporation with principal 
executive offices located at 1315 Midland Savings 
Building, Midland, Texas 79701. 


The Commission initiated the suspension at the request 
of the company and because Bengal failed to comply 
with the reporting provisions of the Exchange Act by 
not filing its Annual Report on Form 10K for its fiscal 
year ended December 31, 1976. 


The Commission cautions broker-dealers, shareholders 
and prospective purchasers that they should carefully 
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consider the foregoing information along with all other 
currently available information and any information 
subsequently issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the trading suspension no 
quotation may be entered unless and until they have 
strictly complied with all of the provisions of said rule. If 
any broker or dealer has any questions as to whether or 
not he has complied with said rule, he should not enter 
any quotation but immediately contact the staff of the 
Division of Enforcement in Washington, D.C. If any 
broker or dealer is uncertain as to what is required by 
Rule 15c2-11, he should refrain from entering quota- 
tions relating to the securities in question until such time 
as he has familiarized himself with said rule and is 
certain that all of its provisions have been met. If any 
broker or dealer enters any quotation which is in 
violation of said rule, the Commission will consider the 
need for prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13452/April 19, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE MIDWEST STOCK EXCHANGE, INC. 


File No. SR-MSE-77-8 


The Midwest Stock Exchange, Inc. (““MSE’’) submitted 
on April 11, 1977 a proposed rule change under Rule 
19b-4 to rescind its requirement that member 
advertisements be filed with the MSE promptly after 
initial use, unless previously cleared by another self- 
regulatory organization. 


Pubication of the submission is expected to be made in 
the Federal Register during the week of April 18, 1977. 
In order to assist the Commission to determine whether 
to approve the proposed rule change or institute 
proceedings to determine whether the proposed rule 
change should be disapproved, interested persons are 
invited to submit written data, views and arguments 
concerning the submission within 21 days from the date 
of publication in the Federa/ Register. Persons desiring 
to make written submissions should file six copies 
thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D. C. 20549. Reference 
should be made to File No. SR-MSE-77-8. 


Copies of the submission and of all written comments 


will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
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L Street, N. W., Washington, D. C. Copies of the filing 
will also be available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13453/April 19, 1977 


Litigation Release No. 7880/April 19, 1977 


The Commission today announced the institution of an 
administrative proceeding and an injunctive action, 
both arising out of the Commission’s inquiry resulting 
from the discovery of the reporting of fictitious options 
transactions on the American Stock Exchange, Inc. 
(““AMEX”’) in the spring of 1976. This problem was first 
discovered by the AMEX, which brought it to the 
Commission’s attention. These two actions, which are 
the first to be brought by the Commission as a result of 
that inquiry, involve a total of 19 registered AMEX 
specialists, nine in the administrative proceeding and 
ten in the injunctive action. 


The public administrative proceedings have been 
instituted to determine what remedial action, if any, 
should be taken against Joseph Giamanco, Alfred T. 
Merendino, Gary Herman, Arthur H. Diamond, Herbert 
M. Altman, George Mitro, Rosario Ingallinera, Jesse A. 
Greenwald and Edward Jackson, all of whom are 
registered specialists on the AMEX, based on 
allegations that each of these individuals wilfully 
violated and aided and abetted violations of the anti- 
fraud and anti-manipulative provisions of the Securities 
Exchange Act of 1934 (‘Exchange Act’’). 


In its ORDER FOR PROCEEDINGS, the Commission 
recited allegations of its Division of Enforcement that 
each of the above listed specialists reported fictitious or 
non-existent transactions for printing on the transaction 
tape in various listed option classes. The Division of 
Enforcement further alleged that respondents Gia- 
manco and Ingallinera, even though floor officials of the 
AMEX, allowed their partners to report fictitious 
transactions for printing on the transaction tape. The 
Division of Enforcement further alleged that such 
conduct constituted wilful violations of Sections 9(a) 
and 10(b) of the Exchange Act and Rule 10b-5 
promulgated thereunder. (/n the’ Matter of Joseph 
Giamanco, et al., Administrative Proceeding File No. 
3-5202) 





In the civil injunctive action the Commission is seeking a 
permanent injunction against Nicholas Giaconda, 
Donald Nuppnau, Peter Orloff, Louis Miceli, Robert 
John Van Caneghan, John Jay Mann, Claude P. 
Winge, Thomas C. Jones, Jr., Kieran Duffy and Dennis 
B. Poster. In essence, the Commission’s Complaint 
alleged that each of the defendants reported 
non-existent transactions in various classes of AMEX 
listed options in violation of Section 10(b) of the 
Exchange Act and Rule 10b-5 thereunder. Simul- 
taneously with the filing of the Complaint, the 
defendants consented to the imposition of Final 
Judgments of Permanent Injunction which prohibit 
each of them from the reporting of non-existent trans- 
actions or conduct of a similar nature or purport. The 
appropriate Judgments were signed by the Hon. Robert 
J. Ward of the United States District Court for the 
Southern District of New York. (SEC v. Louis Miceli, et 
al., 77 Civ. 1854 (RJW)) 


As part of the disposition of this matter, Becker 
Securities Corporation submitted a statement pursuant 
to Section 21(a) of the Securities Exchange Act 
detailing the steps it has taken to ensure compliance by 
its personnel with regulatory responsibilities. 





SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13454/April 20, 1977 


SEE: 


INVESTMENT ADVISERS ACT OF 1940 
Rel. No. 581/April 20, 1977 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13455/April 21, 1977 


ALERT TO ISSUERS OF PUBLICLY HELD SECURI- 
TIES 


On December 3, 1976, the Commission transmitted to 
Congress the Final Report of the Street Name Study’ 
which considered, among other things, problems 
experienced by issuers in communicating with share- 





'Final Report of the Securities and Exchange Commis- 
sion on the Practice of Registering Securities in the 
Records of the Issuer in Other Than the Name of the 
Beneficial Owner of Such Securities 94 Cong. 2nd 
Session (Comm. Print 1976). 


owners. During the course of the Study, the 
Commission was advised by many issuers that they 
frequently are billed for the forwarding of communica- 
tions by persons who are not shareholders of record and 
do not otherwise represent beneficial owners of 
securities of the corporation. The staff has also 
conducted a separate inquiry into this matter. Based on 
the Study and inquiry, the staff has concluded that 
some firms are billing corporations for services which 
were never requested and which may be of only 
marginal value to the corporation. Their bills to 
corporations frequently refer to the costs involved in the 
distribution of annual reports to recipients described as 
“clients” or “correspondents.” Firms engaging in this 
activity typically give no indication when ordering 
materials that payment will be sought for the alleged 
distribution of the reports. 


Some firms contacted during the inquiry described 
themselves as being in the financial public relations 
business, while others utilized names suggesting that 
they provided investment data or materials for 
economic research. Invoices were found to be similar in 
form and appearance to those utilized by brokerage 
firms in billing for costs incurred in transmitting 
corporate reports to customers for whom securities are 
held in street or nominee name. For example, some of 
the invoices indicated that they were from the ‘’Proxy 
Department” or sent in accordance with a specified rule 
of a national securities exchange when in fact the 
organization had no departments and was not a 
member of any exchange nor a registered broker-dealer. 
Other invoices contained slogans or wording suggesting 
that the firms handled investments for other persons or 
held securities for others, although none of them did so. 
Many of the invoices were designed to make it appear 
that they could be used in connection with the 
distribution of proxy materials in addition to annual and 
periodic reports, although none of the organizations 
claimed to do so. 


Such organizations generally had not ascertained 
whether any particular recipient had a special interest in 
the report of any specific corporation, or whether the 
recipient was already receiving the materials from 
another source. While the reports were allegedly sent to 
“clients” of the organizations, the recipients paid 
nothing for the services and merely accepted whatever 
reports were sent to them. 


Although the amount involved in any individual bill was 
not large, because of the number of organizations 
engaging in this activity and the number of corporations 
being billed, the amount of money involved totaled 
many thousands of dollars. Unfortunately, many issuers 
routinely pay invoices from such firms without any 
question because of their small amount and genuine 
appearance. 
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As stated in the Fina/ Report of the Street Name Study, 
the Commission believes that enforcement action must 
be taken against persons who continue to engage in this 

ivity on a fraudulent or deceptive basis. At the 
ad of the Commission, the American Society of 
Cogporate Secretaries, Inc. (““ASCS"’) and the North 
American Securities Administrators Association, Inc. 
(‘‘NASAA"’), the organization of state securities 
agiministrators, have agreed to establish a liaison to seek 
ways to eradicate this practice. It is apparent, however, 
that the most effective action which can be taken is for 
issuers to refuse to pay invoices received from such 
pérsons. 


Agcordingly, the Commission suggests that corpora- 
tl)ns screen each request for annual and periodic 
reperts or press releases to ascertain whether the 
request is from a person who is a stockholder of record, 
a participant in a depository that utilizes the omnibus 
proxy procedure (under which each participant orders 
materials directly from the issuer although the 
depository is the shareholder of record) or a bank or 
registered broker-dealer that otherwise represents 
beneficial owners of the issuer’s stock. The Commission 
requests any issuer receiving an invoice for the 
distribution of materials that does not come from a 
person who represents beneficial owners of the issuer’s 
ers or an organization with which the corporation 
khowingly has made an agreement for such services, to 
inform the Commission's Division of ‘Enforcement at 
§80 North Capitol Street, Washington, D.C. 20549. The 
Division of Enforcement will review such information, 
bring it to the attention of the ASCS-NASAA liaison 
cOmmittee and take such other action as appears 
appropriate under the circumstances. 


Qy the Commission. 
s George A. Fitzsimmons 
Secretary 
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IA the Matter of 
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NATIONAL SECURITIES CLE ARING 
CORPORATION 
Tyo Broadway 
New York, N.Y. 10005 


(File Nos. SR-NSCC-77-1 and Sk NSCC-77-2) 
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BY THE NATIONAL SECURITIES CLEARING COR- 
PORATION 


On February 22, 1977, the National Securities Clearing 
Corporation (‘‘NSCC’’) submitted, pursuant to Rule 
19b-4 under the Securities Exchange Act of 1934 (the 
“‘Act’’), proposed rule changes providing for the settle- 
ment of American Stock Exchange, Inc. (‘’Amex’’) 
transactions in listed debt securities through NSCC’s 
Stock Clearing Corporation Division (‘SCC Division’) 
rather than through NSCC’s American Stock Exchange 
Clearing Corporation Division (““ASECC Division’’). 
NSCC also submitted on the same date proposed rule 
changes amending the definition and function of a 
Special Representative. 


In accordance with Section 19(b) of the Act and Rule 
19b-4 thereunder, the rule changes were published in 
the Federal Register (42 F.R. 13172, 13174, March 9, 
1977), and the public was invited to submit comments 
until March 30, 1977. Notice of the filings and an 
invitation for comments also appeared in Securities 
Exchange Act Release Nos. 13308 and 13318, February 
28, 1977. Four letters of comment were received. Three 
of these letters were received within the comment 
period from Bradford National Clearing Corporation, 
Bradford Securities Processing Services, Inc. (“‘BSPS’’) 
and TAD Depository Corporation. A fourth comment 
letter from BSPS was received after the expiration of 
the comment period. At the staff’s request, NSCC 
granted the Commission a one week extension of the 
time provided in Rule 19b-4 for consideration of the rule 
changes in order to permit Commission consideration of 
the second BSPS letter. 


The first submission would amend Section 1 of Rule 3 
of the SCC Division of NSCC to add to its list of cleared 
securities all debt securities listed on the Amex. The 
purpose of this change is to permit the inclusion of 
transactions in Amex listed debt securities in the SCC 
Division interfaces with Midwest Clearing Corporation, 
Pacific Clearing Corporation and Stock Clearing 
Corporation of Philadelphia. 


Pursuant to its second submission, NSCC proposes to 
amend Rule 7, Section 10 and Rule 39 of the SCC 
Division Rules of NSCC to expand the class of persons 
who may become “Special Representatives’ under the 
SCT Division rules to include any registered clearing 
agency and any member of the SCC Division. The 
clearing agency or member would be required to apply 
to NSCC for Special Representative status and would 
be required to designate those members and non- 
participants for which it will act. 


A Special Representative would be permitted to submit 
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actions when acting for a member or a non-participant. 
A Special Representative acting for a member could 
submit trade data for both sides of a transaction 
between two members and thereby bind both members 
to the trade in the same manner as two clearing 
members are bound when a compared trade is 
confirmed by them. Each member would be responsible 
to the SCC Division for the performance of the 
member’s side of trades submitted on its behalf, and 
any objection by either member to the Special 
Representative’s submission would be resolved be- 
tween the member and the Special Representative. A 
Special Representative acting for a non-participant 
could submit trade data for both sides of a transaction 
between the Speciai Representative and the non- 
participant if the non-participant were a participant in a 
registered clearing agency which, through participation 
in the SCC Division's Regional! Interface Operation 
(“RIO”), had an interface with the SCC Division. Under 
the SCC Division’s Rules, the Special Representative 
would be responsible to. NSCC for the performance of 
both sides of any trade submitted on behalf of a non- 
participant by the Representative and not accepted by 
the interfacing clearing agency. 


The four comment letters raise a number of objections 
to the proposed rule changes and three of the letters 
request that the Commission institute proceedings to 
disapprove the proposed rule changes. First, the 
commentors state that both submissions are _in- 
consistent with the order granting NSCC registration as 
a clearing agency.' Specifically, the commentors allege 
that the proposed rule changes are an attempt by NSCC 
to evade ‘The Free Interface Condition’ to that order 
which requires NSCC to establish interfaces and 
appropriate links with other registered clearing agencies 
prior to consolidating into a single processing operation 
the three discrete operations inherited by NSCC from its 
three predecessor clearing corporations. Second, the 
commentors express concern that the proposed rule 
changes will adversely affect competition among 
registered clearing agencies in view of the present 
restrictions regarding clearance and settlement of 
trades executed on the floor of the Amex and the New 
York Stock Exchange, Inc. (“NYSE”). Third, BSPS 
requests that the SCC Special Representative proposal 
be amended so that an SCC member can determine 
whether, by acting as a Representative, he would be 
performing clearing agency functions within the 
meaning of Section 3(a)(23) of the Act and therefore be 
required to register as a clearing agency. Fourth, BS?S 
suggests that by submitting trade data to SCC for non- 
participants a Special Representative could subvert the 
purpose of Section 17A(b)(3)(B) of the Act which 





‘Securities Exchange Act Release No. 13163, January 
13, 1977. 





enumerates those entities which must be gran 
access by a registered clearing agency. Finally, BSPS 
raises a question concerning the obligations to NSCC of 
a non-participant for whom a trade is submitted to the 
SCC Division by a Special Representative. 


The Commission has reviewed the proposed rele 
changes and the comment letters received and has 
determined that the proposed rules are consistent with 
the order granting NSCC’s registration as a cledgjing 
agency and with the purposes of the Act. 
proposed rule changes are designed to implement ‘“WRé 
Free Interface Condition’ to the order. The first sub- 
mission would add transactions in Amex-listed debt 
securities to the transactions in NYSE- and Amex- 
listed equity securities and NYSE-listed debt securities 
which currently may be cleared through cleating 
agencies participating in the SCC Division’s RIO intér- 
faces. The second submission would enable a non- 
participantt in NSCC who participates in a cleariftg 
agency interfaced with the SCC Division through RI@to 
clear and settle, through the interface, transactions én 
any security eligible for clearance through the S€C 
Division. Instead of restricting competition among 
registered clearing agencies, the proposed rule change 
would allow broker-dealers a wider choice in clearance 
and settlement. 


« 
+- 


Although Article XII of the NYSE Constitution, other 
NYSE rules and comparable Amex provisions arguably 
restrict the clearance and settlement of NYSE gc 
Amex listed transactions to the SCC and ASEGC 
Divisions of NSCC, on their face those provisigns 
permit parties to NYSE and Amex transactions to make 
alternative clearance and settlement arrangements. By 
facilitating the use of alternative clearing and settlement 
arrangements, we believe the proposed rule changes 
would, in effect, break the link between NYSE and 
Amex trading and SCC and ASECC Division clearitg 
and settlement which has existed historically due to the 
unavailability of viable alternative arrangements. More- 
over, each of the NYSE and Amex provisions con §n- 
ing restrictions has been identified by the Commissio®, 
pursuant to Section 31(b) of the Securities Acts 
Amendments of 1975 (the ‘1975 Amendments”), as 
possibly inconsistent with the Act.? i 





2Section 31(b) of the 1975 Amendments provides*a 
statutory mechanism for the Commission to review the 
rules of national securities exchanges and registeréd 
securities associations for compliance with the Act#On 
December 1, 1976, pursuant to Section 31(b), tie 
Commission mailed letters to, among others, the Arfiex 
and the NYSE specifying provisions of their rules which 
appeared not to be in compliance with the Act. 
Securities Exchange Act Release No. 13027 (December 
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The Commission has determined that the SCC 
proposals need not be clarified to enable an SCC 
member to determine whether his activities as a Special 
Representative require registration as a clearing agency. 
Any question which may arise concerning the need for a 
SCC member acting as a Special Representative to 
register as a clearing agency can be resolved on a case 
by case basis at the time they arise and need not be 
resolved generally in connection with the Commission's 
review of the proposed rule changes. 


An entity for which a Special Representative submits 
trades would not, without more, be a participant in 
NSCC within the meaning of the Act’ Accordingly, the 
Commission does not believe it is necessary to consider 
whether, under the SCC Division Rules, a Special 
Representative could submit trades for entities not 
enumerated under Section 17A(b)(3)(B) of the Act as 
persons who may participate in registered clearing 
agencies. 


Finally, the staff has. reviewed the commentor’s 
question regarding the obligations of a non-participant 
for a trade submitted to the SCC Division by a Special 
Representative on the non-participant’s behalf. The 
proposed rule provides that if the registered clearing 
agency of which the non-participant is a member does 





1, 1976) 41 F.R. 53557 (December 7, 1976.) While the 
Commission recognizes that not all steps necessary to 
implement the 1975 Amendments can be _ taken 
simultaneously, the Commission expects that any 
amendments necessary to bring the Amex and NYSE 
rules into conformity with the securities processing 
provisions of the Act will be made before NSCC 
satisfies the conditions contained in the order and 
combines its three currently discrete processing 
operations. 


3For example, under the Act, and unless the 
Commission by rule provides otherwise, the term 
“clearing agency’ does not include a broker or dealer 
who wouid be deemed to be a clearing agency solely by 
reason of functions performed by him as part of his 
customary brokerage and dealing activities. 


4Section 3(a)(24) of the Act in pertinent part provides 
“T’participant’] does not include a person whose only 
use of a clearing agency is (A) through another person 
who is a participant...” 


5A ‘‘mark-to-the-market’’ payment is the amount 
required by a clearing system from any party to a trade 
guaranteed by the system who becomes a potential net 
obligor of the system because the market price of the 
securities involved in the clearing transactions moves 
away from the contract price for the clearing 
transactions. 
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not accept responsibility for the obligations of the non- 
participant reflected in the transaction data, the Special 
Representative will be responsible for the transaction. 
Also, operation of the clearing fund and mark-to-the- 
market® provisions of the SCC Division Rules® would 
provide the same protection for transactions submitted 
by a Special Representative as for any other trans- 
actions submitted to SCC’s CNS system. To eliminate 
any question concerning the Special Representative’s 
liability, NSCC has deleted a reference in the proposed 
rule changes which unintentionally gave the appearance 
of establishing an obligation to NSCC by a non- 
participant for trades submitted on his behalf by a 
Special Representative.” 


The Commission has reviewed the NSCC submissions 
and finds that they are consistent with the order 
granting NSCC registration as a clearing agency and 
with the requirements of the Act and the rules and 
regulations thereunder applicable to registered clearing 
agencies. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule changes 
contained in File Nos. SR-NSCC-77-1 and SR-NSCC- 
77-2 be, and hereby are, approved. 


By the Commission 


George A. Fitzsimmons 
Secretary 
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6SCC Division Rules 4 and 13, respectively. 


7Letter dated April 15, 1977. 








In the Matter of 


GEORGIA POWER COMPANY 
270 Peachtree Street, N.W. 
Atlanta, Georgia 30302 


(70-5895) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
POLLUTION CONTROL BONDS SECURED BY COL- 
LATERAL BONDS; EXCEPTION FROM COMPETITIVE 
BIDDING 


NOTICE IS HEREBY GIVEN that Georgia Power 
Company (‘’Georgia’’), a wholly-owned electric utility 
subsidiary of The Southern Company, a registered 
holding company has filed a post-effective amendment 
to an application-declaration previously filed with this 
Commission pursuant to Section 6(b) of the Public 
Utility Holding Company Act of 1935 (‘’Act’’) and Rule 
50(a)(5) promulgated thereunder as applicable to the 
proposed transactions. All interested persons are 
referred to the application-declaration and the post- 
effective amendment for a complete statement of the 
proposed transaction. 


On October 22, 1976, this Commission issued an order 
in this matter (HCAR No. 19728) authorizing Georgia to 
enter into installment sales agreements (“Installment 
Sales Agreements’’) with Putnam, Appling, Heard and 
Coweta Counties, Georgia (‘‘Counties’’) for the 
construction of pollution facilities (‘Projects’) financed 
by sales of pollution control revenue bonds (‘Revenue 
Bonds’’) and industrial development revenue bonds 
(“Small Issue Bonds’’) by the Counties. The Installment 
Sales Agreements between Georgia and Appling and 
Heard Counties were consummated pursuant to a 
supplemental order of this Commission dated Novem- 
ber 1, 1976 (HCAR No. 19740), jurisdiction being 
reserved with respect to the semi-annual installment 
payment obligations to be undertaken by Georgia 
pursuant to the Installment Sales Agreements with 
Putnam and Coweta Counties. Recent amendments to 
the Development Authorities Law of the State of 
Georgia permit direct loans by Development Authorities 
and Georgia now proposes to restructure its proposed 
transactions with Putnam and Coweta Counties so as to 
take advantage of the amendments to the Georgia 
statute. 


Georgia proposes to enter into loan agreements (‘‘Loan 
Agreements’’) with the Development Authorities of 
Putnam and Coweta Counties which will provide for the 
issuance by the Authorities of Revenue Bonds and 
Small Issue Bonds in maximum aggregate principal 
amounts of $25,000,000 by Putnam County and 
$15,000,000 by Coweta County. The Loan Agreements 
will be substantially in the form of the Installment Sales 





Agreements Georgia has entered into with the Develop- 
ment Authorities of Appling and Heard Counties. Such 
Loan Agreements will be entered into with respect to 
both the Revenue Bonds and Small Issue Bonds to be 
sold by each County. The Loan Agreements will provide 
that each Authority will loan to Georgia the proceeds of 
its sales of Revenue Bonds and Small Issue Bonds and 
that Georgia will issue nonnegotiable promissory notes 
(‘‘Notes’’) to evidence the loans and Georgia's 
obligation to repay the loans, including interest thereon, 
in an amount sufficient (together with other moneys 
held by the Trustee under the Identure for that purpose) 
to pay the principal of, premium, if any, and interest on 
the Authority’s Bonds as the same become due and 
payable. There will be no disposition or acquisition of 
the Project pursuant to these arrangements nor will the 
Project serve as collateral. The Identure under which 
each Authority’s Bonds will be issued and Georgia’s 
Supplemental Indenture under which Georgia’s Col- 
lateral Bonds will be issued to secure its obligations 
under the Notes will be in substantially the same form as 
those used in connection with the Installment Sale 
Agreements. 


The Loan Agreements will obligate Georgia to pay the 
fees and charges of the Trustee. Such Agreements will 
also provide that Georgia may at any time, so long as it 
is not in default thereunder, prepay the Notes, including 
interest thereon, in whole or in part, such payments to 
be sufficient to redeem or purchase outstanding 
Revenue Bonds in the manner and to the extent 
provided in the indentures. The Indentures will provide 
that the Revenue Bonds will be redeemable (a) at any 
time on or after 10 years from the date of issuance, in 
whole or in part, at the option of Georgia, initially with a 
premium of 3% of the principal amount and declining 
by % of 1% thereafter and (b) in whole, at the option of 
Georgia, in certain other situations. The Revenue Bonds 
will mature in 30 years and such bonds will be entitled to 
the benefit of mandatory redemption sinking funds 
calculated to retire not less than 25% of the aggregate 
principal amount of the issues prior to maturity. 


In order to obtain the benefit of a rating for the Revenue 
Bonds equivalent to the rating enjoyed by the first 
mortgage bonds outstanding under its Indenture dated 
as of March 1, 1941, between Georgia and Chemical 
Bank, as Trustee, as supplemented and amended 
(‘‘Mortgage”’), which rating Georgia has been advised 
may be thus attained, Georgia proposes to obtain the 
authentication of certain series of such first mortgage 
bonds (‘Collateral Bonds”) under the Mortgage, as 
proposed to be supplemented by a further supplemental 
indenture to be dated as of the first day of the month in 
which the Collateral Bonds are to be authenticated and 
delivered. To secure its obligations under the 
Agreements, Georgia proposes to deliver to the Trustee 
to be held as collateral the Collateral Bonds in principal 
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amount equal to the principal amount of the Revenue 
Bonds to be issued by the Authorities. The Collateral 
Bonds will bear interest at a rate equal to the interest 
rate per annum to be borne by the Revenue Bonds, will 
mature on the maturity date of such bonds and will be 
nontransferable by the Trustee. The supplemental 
indenture will provide, however, that the obligation of 
Georgia to make payments with respect to the Collateral 
Bonds will be satisfied to the extent that payments are 
made under the Loan Agreements sufficient to meet 
payments when due in respect of the Revenue Bonds. 
The supplemental indenture will provide that upon 
acceleration by the Trustee of the principal amount of 
all outstanding Revenue Bonds under the Indentures, 
the Trustee may demand the mandatory redemption of 
the Collateral Bonds then held by it as collateral at a 
redemption price equal to the principal amount thereof 
plus accrued interest, if any, to the date fixed for 
redemption. 


The supplemental indentures will also provide that, 
upon the option redemption of the Revenue Bonds, in 
whole or in part, at any time after they have been 
outstanding for 10 years, an equal principal amount of 
the Collateral Bonds will be redeemed at an initial 
premium of 3% declining by %% every year. Because 
interest accrues in respect of the Collateral Bonds until 
satisfied by payments under the Loan Agreements, 
“annual interest charges” in respect of the Collateral 
Bonds will be included in computing the ‘‘interest 
earnings requirement” restricting the amount of first 
mortgage bonds which may be issued and sold to the 
public in relation to Georgia’s net earnings. The 
Collateral Bonds will be issued on the basis of unfunded 
net property additions. 


The indentures will provide that, upon deposit with the 
Trustee of funds sufficient to pay or redeem all or any 
part of the Revenue Bonds, or upon direction to the 
Trustee by Georgia to so apply funds available therefor, 
or upon delivery of outstanding Revenue Bonds to the 
Trustee by or for the account of Georgia, the Trustee 
will be obligated to deliver to Georgia or for the account 
of Georgia the Collateral Bonds then held as collateral in 
an aggregate principal amount equal to the aggregate 
principal amount of Revenue Bonds for the payment or 
redemption of which such funds have been deposited or 
applied or which shall have been so delivered. 


It is contemplated that the Revenue Bonds will be sold 
by the Authorities pursuant to arrangements with one 
or more underwriters. In accordance with the laws of 
the State of Georgia, the interest rate to be borne by the 
Revenue Bonds will be fixed by the Authorities. Georgia 
will not be party to the underwriting arrangements for 
the Revenue Bonds. Bond counsel are to issue an 
Opinion that interest on the Revenue Bonds will be 
exempt from Federal income taxation. Georgia has been 
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advised that the annual interest rates on obligations, the 
interest on which is tax exempt, historically have been 
and can be expected at the time of issue of the Revenue 
Bonds, to be 14% to 2%% lower than the rates of 
obligations of like tenor and comparable quality, interest 
on which is fully subject to Federal income tax. 


A portion of the revenue bonds to be issued by each 
Authority may be issued as a separate but con- 
temporaneous issue of revenue bonds (the ‘Small Issue 
Bonds’’) whose tax exempt status depends upon 
Section 103(c)(6) of the Internal Revenue Code of 1954, 
as amended (relating to small issues involving the 
acquisition, construction, reconstruction or improve- 
ment of land or property of a character subject to the 
allowance for depreciation), rather than upon Section 
103(c)(4)(F) (relating to providing air or water pollution 
control facilities) of such Code. 


The maximum principal amount of the Small Issue 
Bonds of any Authority is $1,000,000 and, if any Small 
Issue Bonds of an Authority are issued, the maximum 
principal amount will be issued. To the extent the 
Authorities issue Small Issue Bonds, the amount of 
Revenue Bonds issued by the Authorities will be 
reduced so that the aggregate of the Revenue Bonds 
and Small Issue Bonds to be issued will not exceed the 
amounts set forth above. Separate Loan Agreements 
and indentures will be provided in respect of the Small 
Issue Bonds which will be substantially similar to the 
Agreements and Indentures relating to the Revenue 
Bonds (aside from provisions relating to the kinds of 
facilities which may be financed thereby). The obliga- 
tions of Georgia under the separate Loan Agreements 
relating to such series of Small Issue Bonds would be 
secured by a separate series of Georgia’s first mortgage 
bonds issued under the Mortgage upon terms sub- 
stantially similar to the Collateral Bonds relating to the 
Revenue Bonds. Georgia will grant the Authorities, in 
connection with their Small Issue Bonds, liens on 
certain property of Georgia other than the Projects 
financed by either the Revenue Bonds or the Small 
Issue Bonds. Each such lien will be subordinate to the 
lien of the Mortgage and will be assigned by the 
Authorities to the Trustee. The liens will be created by 
means of Deeds to Secure Debt. The Small Issue Bonds 
would be marketed contemporaneously with the 
Revenue Bonds. 


A statement of the fees and expenses to be incurred by 
Georgia in connection with the proposed issuance of 
the Notes will be filed by amendment. The proposed 
transactions are subject to the jurisdiction of the 
Georgia Public Service Commission. It is stated that no 
other state commission and no federal commission, 
other than this Commission, has jurisdiction over the 
proposed transactions. 





Georgia states further that the competitive bidding re- 
quirements of Rule 50 in respect of the issuance of the 
Collateral Bonds are inappropriate under the circum- 
stances described herein, insasmuch as the Collateral 
Bonds are to be issued and pledged solely to secure 
Georgia’s obligations to the Authorities and no public 
offering of the Collateral Bonds is to be made. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than May 9, 1977, request in writing that 
a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues 
of fact or law raised by the filing which he desires to 
controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A 
copy of such request should be served personally or by 
mail upon the applicants-declarants at the above-stated 
address, and proof of service (by affidavit, or in case of 
an attorney at law, by certificate) should be filed with 
the request. At any time after said date, the application- 
declaration, as amended or as it may be further 
amended, may be granted and permitted to become 
effective as provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the Com- 
mission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices or orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Rel. No. 19988/ April 18, 1977 


In the Matter of 


EASTERN UTILITIES ASSOCIATES 
Boston, Massachusetts 02107 


(70-5976) 


ORDER AUTHORIZING PROPOSED INCREASE IN 
NUMBER OF AUTHORIZED SHARES OF COMMON 
STOCK AND OF PROPOSED AMENDMENT OF 
‘DECLARATION OF TRUST 


Eastern Utilities Associates (‘‘EUA’’), a _ registered 
holding company, has filed a declaration and amend- 
ments thereto with this Commission pursuant to 
Sections 6(a), 7 and 12(e) of the Public Utility Holding 
Company Act of 1935 (‘‘Act’’) and Rule 62 promulgated 
thereunder regarding the following proposed trans- 
action. 


EUA proposes, subject to obtaining shareholder 
approval, to amend its Declaration of Trust (‘Charter’) 
in several respects. EUA proposes that the maximum 
number of shares of authorized $5 common stock be 
increased from 4,000,000 to 7,000,000. Presently, there 
are 3,600,000 such shares outstanding. EUA states that 
it now expects, subject to market conditions and other 
factors which may affect such financing, that it will 
offer for public sale 600,000 common shares in May, 
1977 and is likely to offer for public sale approximately 
600,000 - 700,000 common shares in each of the years 
1978, 1979, 1980 and 1981. EUA states that construc- 
tion requirements for the EUA System are presently 
estimated at $23 million, $27 million, $30 million, $34 
million and $34 million for the years 1977, 1978, 1979, 
1980 and 1981, respectively. 

EUA further proposes to amend the Charter provisions 
concerning pre-emptive rights to permit the Trustees 
should they find it desirable, to authorize the issuance 
and sale of additional shares of common stock pursuant 
to a plan whereby any shareholder can purchase such 
shares by reinvesting dividends or by making limited 
optional cash payments or pursuant to a plan for owner- 
ship of shares by employees of EUA and its direct and 
indirect subsidiaries. 


EUA states that this amendment would provide the 
Trustees with added flexibility in raising its capital 
requirements. 


EUA further proposes to amend the Charter to provide 
that action may be taken by the Trustees without a 
meeting if all the Trustees consent in writing to such 
action and/or that the Trustees or members of any 
committee of Trustees may participate in meetings by 
means of a conference telephone. EUA states that such 
provisions are expressly permitted by the Massa- 
chusetts corporate statutes. 


EUA proposes to hold an annual shareholders meeting 


of stockholders on or about April 25, 1977. The 
favorable vote of at least a majority of EUA’s common 
stock outstanding and entitled to vote is required to 
increase the number of authorized shares of common 
stock. Passage of the other two proposed amendments 
requires the affirmative vote of at least two-thirds of 
EUA’s common stock outstanding and entitled to vote. 


No state and no federal commission, other than this 
Commission, has jurisdiction over the proposed trans- 
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action. Fees, commissions and expenses to be incurred 
in connection with the proposed transaction are 
estimated at $10,800 including $4,400 in legal fees. The 
record is incomplete regarding these fees. 


Due notice of the filing of said declaration, as amended 
has been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 19947), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate 
in the public interest and in the interest of investors and 
consumers that the declarations, as amended be 
permitted to become effective. 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended be, and it hereby is, permitted to become 
effective forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to the fees and 
expenses to be incurred in connection with the 
proposed transaction. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 19989/April 18, 1977 


In the Matter of 


THE SOUTHERN COMPANY 
Atlanta, Georgia 


(70-5989) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
COMMON STOCK PURSUANT TO A DIVIDEND RE 
INVESTMENT PLAN AND AN EMPLOYEE SAVINGS 
PLAN 


The Southern Company (‘Southern’), a registered 
holding company, has filed a declaration and amend- 
ments thereto with this Commission pursuant to 
Sections 6(a) and 7 of the Public Utility Holding 
Company Act of 1935 (‘Act’) and Rule 50(a)(5) 
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promulgated thereunder regarding the following 
proposed transactions. 


Southern proposes to issue and sell from time to time 
through April 30, 1979, a maximum of 2,375,000 shares 
of its authorized but unissued common stock, par value 
$5 per share, pursuant to a Dividend Reinvestment and 
Stock Purchase Plan (‘Dividend Plan’’). Southern 
intends to apply the proceeds from the sale of the 
proposed common stock (such proceeds estimated not 
to exceed $38,300,000) for further equity investments as 
authorized by this Commission (See File No. 70-5978) 
and for other corporate purposes. 


In addition, the Commission has authorized the 
issuance and saie through March 31, 1977, pursuant to 
the Dividend Plan of not more thant 2,250,000 shares of 
Southern’s common stock (HCAR No. 19498 (April 26, 
1976)). Southern estimates that of the 2,250,000 shares, 
approximately 525,000 shares will remain unsold as of 
March 31, 1977. Southern proposes to add any shares 
which remain unsold to the 2,375,000 shares discussed 
in the preceding paragraph and to sell all such shares 
(the aggregate af the 2,375,000 shares and any re- 
maining unsold shares being hereinafter referred to as 
the ‘‘Additional Common Stock’’) pursuant to the 
Dividend Plan, as amended, no later than April 30, 1979. 


The Additional Common Stock will be offered to all 
holders of record of Southern’s common stock 
pursuant to a voluntary plan whereby shareholders may 
elect to (1) have dividends on all of their shares of 
Southern common stock automatically reinvested in 
shares of Additional Common Stock at a price equal to 
95% of the average of the high and low sale prices 
(‘Market Price Average’) of Southern’s common 
stock, as published in The Wall Street Journal in its 
report of NYSE-Composite Transactions, on the 
dividend payment date (or the next preceding day on 
which the New York Stock Exchange is open, if it is 
closed on the dividend payment date), or (2) reinvest 
less than all of their dividends in shares of Additional 
Common Stock at a price equal to 95% of the Market 
Price Average, or (3) reinvest all or less than all of their 
dividends as described above and, in addition, make 
optional cash payments (not less than $25 per payment 
nor more than a total of $3,000 per quarter) to invest in 
shares of Additional Common Stock at a price equal to 
100% of the Market Price Average, or (4) continue to 
receive cash dividends on all shares registered in their 
names and invest only optional cash payments. The 
First National Bank of Atlanta will administer the 
Dividend Plan and make purchases of shares as agent 
for the participants. No service charge or commission 
will be paid by participants in connection with 
purchases under the Dividend Plan. 





Participants will retain all voting rights relating to shares 
purchased under the Dividend Plan and credited to their 
accounts, and shares will be voted in accordance with 
the instructions of the participant to whose account 
they are credited. A participant will be able to withdraw 
from the Dividend Plan at any time upon written notice. 
Upon withdrawal, the participant will be issued, without 
charge, a certificate for the number of shares credited 
to his account, and will receive a cash payment for the 
value of any fractional share. Without withdrawing from 
the Dividend Plan, a participant will be entitled to 
demand and receive a certificate representing the full 
shares of common stock credited to his account. 
Southern reserves the right to suspend, modify (subject 
to Commission approval), or terminate the Dividend 
Plan at any time. 


Southern also proposes to issue and sell a maximum of 
600,000 shares of its authorized but unissued common 
stock, par value $5 per share, (“New Stock’’) pursuant 
to the Employee Savings Plan for The Southern 
Company System (the ‘Savings Plan’’) from time to 
time through April 30, 1979. Southern intends to apply 
the proceeds from the sale of the New Stock (estimated 
not to exceed approximately $9,675,000) for further 
equity investments authorized by this Commission (See 
File No. 70-5978) and for other corporate purposes. 


The New Stock will be offered to employees of 


Southern’s subsidiaries pursuant to a voluntary plan 
under which employees may contribute, through payroll 
deductions, not less than 2% nor more than 12% of 


their compensation (base salary or wages). Each 
employing company will contribute, on behalf of each 
of the Savings Plan members in its employ, an amou: 

equal to 50% of such of the member’s contributions 2s 
are not in excess of 6% of the member’s compensation. 
The First National Bank of Atlanta acts as Trustee for 
the trust which is part of the Savings Plan, and the 
Savings Plan is administered by the Savings Plan 
Committee, the members of which are appointed by the 
Board of Directors of Southern Company Services, Inc. 


Each Savings Plan member must direct that his con- 
tributions be invested in one or more of three funds: 
(1) Company Stock Fund - consisting of Southern’s 
common stock; (2) Equity Fund - consisting of common 
or capital stocks and securities convertible into common 
or capital stock (other than securities issued by or 
convertible into securities issued by Southern or any of 
its subsidiaries), short-term investments, and invest- 
ments in certain comingled trust funds; (3) Fixed 
Income Fund—consisting of direct obligations of the 
U.S. Government and its agencies, corporate bonds, 
debentures, notes, certificates of indebtedness of 
Southern or its subsidiaries or affiliates, savings 
account deposits, and investments in certain comingled 
trust funds. All employing company contributions are 
invested in the Company Stock Fund. 


The Trustee will vote the shares of common stock of 
Southern held by it in accordance with written 
directions received from the individual members on 
whose behalf such shares are held and will not vote any 
such shares for which voting instructions are not 
received. The Trustee has the authority to vote all other 
securities in its discretion. If a pending charter amend- 
ment proposal with respect to preemptive rights is 
approved by Southern’s shareholders, the Trustee will 
be permitted to make purchases of common stock, at a 
price not greater than the last sale price or current 
independent bid price (whichever is higher) for such 
stock on the New York Stock Exchange, directly from 
Southern other than through a Dividend Plan. Should 
the charter amendment proposal not be approved by 
the shareholders, the Trustee will purchase no original 
issue common stock from Southern except through the 
Dividend Plan. 


The fees and expenses to be incurred in connection 
with the proposed transactions are estimated at 
$37,000, including a legal fee of $4,000. No State or 
Federal commission, other than this Commission, has 
jurisdiction over the proposed transactions. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19951), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public 
interest 2: din th interest of investors and consumers 
‘hat said declaration, as amende., be permitted to 
become effectiv< 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said deciaration, 
as amended, be, and it hereby is, permitted to become 
effective forthwith, subject to the terms and conditions 
prescribed in Rule 24 promuigated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 

Release No. 19990/April 19, 1977 

In the Matter of 


NEW ENGLAND ELECTRIC SYSTEM 
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20 Turnpike Road 
Westborough, Massachusetts 01581 


(70-6002) 


NOTICE OF PROPOSED ISSUE AND SALE OF 
UNSECURED NOTE TO INSURANCE COMPANY 


NOTICE IS HEREBY GIVEN that New England Electric 
System (‘‘NEES”), a registered holding company, has 
filed a declaration with this Commission pursuant to the 
Public Utility Holding Company Act of 1935 (‘‘Act’’), 
designating Sections 6(a), 7 and 9(a) of the Act and 
Rules 42 and 50 (a)(2) promulgated thereunder as 
applicable to the proposed transaction. All interested 
persons are referred to the declaration, which is 
summarized below, for a complete statement of the 
proposed transaction. 


NEES proposes to issue its note (‘‘Note’’) for cash in the 
principal amount of $27,500,000 to John Hancock 
Mutual Life Insurance Company (‘‘Hancock’’). The 
Note will be issued pursuant to an agreement 
(“Agreement’’) between NEES and Hancock, will 
mature ten years from date of issue, and will bear 
interest at the rate of 8 5/8% per annum from the date 
of issue, and will bear interest at the rate of 8 5/8% per 
annum from the date of issue to maturity. The Agree- 
ment will provide for an annual sinking fund of 
$2,000,000 beginning at the end of the second year. The 
Note will be issued on May 31, 1977, and may not be 
refunded by NEES during the first five years from the 
proceeds of borrowings at a lower effective interest cost 
to NEES or with a weighted average life to maturity less 
than that remaining on the Note at the time of 
refunding. Subject to this requirement the Note may be 
prepaid by NEES at any time upon payment of a 
premium in an amount equal to a decreasing percentage 
of the principal amount. The Agreement will also 
contain covenants regarding, among other things, 
additional indebtedness of NEES, funds from which 
dividends may be paid, retention of NEES of the 
common stock of its principal subsidiaries, and 
retention by such subsidiaries of their properties. 


Proceeds from the issue and sale of the Note will be 
applied to pay at maturity $27,500,000 aggregate 
principal amount of NEES Debentures, 3-%% series, 
due June 1, 1977. The Indenture concerning said 
Debentures requires NEES to deposit funds for such 
payment with the trustee one day prior to maturity date. 


It is stated that no state commission and no federal 
commission, other than this Commission, has juris- 
diction over the proposed transaction. Fees and 
expenses to be incurred in connection with proposed 
transaction are estimated at $37,000, including legal 
fees of $20,000, and certain services to be performed at 
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cost by New England Power Service Company (an 
affiliate of NEES), which services are estimated at 
$15,000. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than May 16, 1977, request in writing that 
a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues 
of fact or law raised by said declaration which he desires 
to controvert; or he may request that he be notified if 
the Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, Securi- 
ties and Exchange Commission, Washington, D.C. 
20549. A copy of such request should be served 
personally or by mail upon the declarant at the above- 
stated address and proof of service (by affidavit or, in 
case of an attorney at law, by certificate) should be filed 
with the request. At any time after said date, the 
declaration, as filed or as it may be amended, may be 
permitted to become effective as provided in Rule 23 of 
the General Rules and Regulations promulgated under 
the Act, or the Commission may grant exemption from 
such rules as provided in Rules 20(a) and 100 thereof or 
take such other action as it may deem appropriate. 
Persons who request a hearing or advice as to whether 
a hearing is ordered will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Rel. No. 19991/April 19, 1977 


In the Matter of 


OHIO EDISON COMPANY 
Akron, Ohio 


(70-5985) 
ORDER APPROVING CHARTER AMENDMENT 


AUTHORIZING INCREASE IN NUMBER OF AUTHOR- 
IZED SHARES OF PREFERRED STOCK 


Ohio Edison Company (‘Ohio Edison’’), a registered 
holding company, has filed a declaration with this Com- 
mission pursuant to Sections 6(a), 7, and 12(e) of the 
Public Utility Holding Company Act of 1935 (‘‘Act’’) and 
Rule 62 promulgated thereunder, regarding the 
following proposed transaction. 





Ohio Edison proposes to amend its Articles of 
Incorporation to increase the number of authorized 
shares of Preferred Stock, $100 par (‘new Preferred 
Stock’’) from 3,000,000 to 4,000,000 shares. Ohio 
Edison states that all of the presently authorized 
3,000,000 shares are currently outstanding. To provide 
funds for its presently contemplated construction 
expenditures through 1979, Ohio Edison anticipates the 
issue and sale of up to 500,000 shares of new Preferred 
Stock in each of 1978 and 1979. Ohio Edison estimates 
its construction expenditures for the year 1977, 1978, 
and 1979 as at least $1,200,000,000. The new Preferred 
Stock, which will have preference over common stock 
as to dividends, cumulative, and as to assets up to the 
redemption prices thereof, will be issued, subject to the 
requisite statutory authorization, at such times and in 
such amounts and at such dividend rates, payment 
dates, redemption terms and liquidation value as 
determined by the Board of Directors (Board) at such 
time, without solicitation of prior authorization by the 
stockholders by the Board. 


Ohio Edison proposes to submit the amendment to its 
shareholders at the Annual Meeting to be held on April 
28, 1977. The amendment will require the favorable vote 
of the holders of two-thirds of the shares of common 
stock outstanding on the record date for its adoption. 
Ohio Edison has solicited proxies from its shareholders, 


through the use of the soliciting material pursuant to 
Commission approval under Rule 62 (HCAR 19940). 


The fees and expenses to incurred in connection with 
the proposed transaction are estimated at $11,300 
including $1,500 in legal fees. No state commission and 
no federal commission, other than this Commission has 
jurisdiction with respect to the proposed transaction. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19940), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said declaration, as amended, be permitted to 
become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended be, and it hereby is, permitted to become 
effective forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 19992/April 19, 1977 


In the Matter of 


AMERICAN ELECTRIC POWER COMPANY, Inc. 
New York, New York 10004 


(70-5986) 


ORDER AUTHORIZING PROPOSED AMENDMENTS 
TO DIVIDEND REINVESTMENT AND STOCK PUR- 
CHASE PLAN 


American Electric Power Company, Inc. (‘AEP’), a 
registered holding company, has filed a declaration and 
amendments thereto with this Commission pursuant to 
Sections 6(a), 7 and 12(e) of the Public Utility Holding 
Company Act of 1935 (““Act’’) and Rule 62 promulgated 
thereunder regarding the following proposed trans- 
action. 


AEP proposes to amend its Dividend Reinvestment and 
Stock Purchase Plan (‘‘Plan’’). The proposed amend- 
ments to the Plan (1) would permit participants in the 
Plan to invest optional cash payments not more 
frequently than once a month on an investment date to 
be set by the board of directors, rather than quarterly as 
at present, subject to the same $3,000 (or such other 
amount not greater than $5,000 as the board of 
directors shall approve) quarterly limit per participant, 
but without any allotment requirement (where shares to 
be purchased with optional cash payments would 
exceed shares not purchased by the reinvestment of 
dividends), and (2) would permit employees of AEP 
subsidiaries to purchase shares through the plan at 
100% of the then current market price average through 
periodic payroll deduction of not more than 10% of the 
employee’s basic compensation. 


It is stated that amending the Plan to. permit monthly 
reinvestment of optional cash payments will make the 
plan more convenient to shareholders than it is at 
present in that it would permit participants to make 
optional cash payments at times which may be more 
convenient for them, while assuring them that they will 
not have to wait more than one month for their funds to 
be invested. 
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It is further stated that AEP now has in effect a stock 
purchase plan for AEP system employees, but the 
payroll deductions of participants are used to purchase 
shares in the open market. It is believed that permitting 
the employees to purchase shares under the Plan 
through payroll deductions will benefit AEP and its 
shareholders because it will provide another source of 
equity capital on an ongoing basis. All full-time AEP 
System employees who have completed a probationary 
period (approximately 20,000 persons at present) would 
be eligible to participate in the amended Plan. The 
existing employee stock purchase plan has approxi- 
mately 14,000 participants, and participants purchased 
a total of 24,693 shares of common stock during 1976. It 
is proposed that the present stock purchase plan for 
AEP system employees will be discontinued if the 
proposed amendment is adopted. 


AEP intends to submit the proposal for the amendments 
to its Dividend Reinvestment and Stock Purchase Plan 
to its shareholders for their consideration and approval 
at the annual meeting to be held on April 27, 1977. In 
connection therewith, AEP has previously been 
authorized (HCAR No. 19949) to solicit proxies from the 
holders of its common stock. The proposal for the 
amendments to the Dividend Reinvestment and Stock 
Purchase Plan requires an affirmative vote of a majority 
of the shares present or represented at the meeting. 


The fees and expenses to be incurred by AEP in 
connection with the solicitation of proxies are estimated 
at $192,000. The record is incomplete as to the fees and 
expenses to be incurred in connection with the 
proposed amendments to the Plan. No state 
commission and no federal commission, other than this 
Commission, has jurisdiction over the proposed 
transaction. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19949), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said declaration, as amended, be permitted to 
become effective: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended, be, and it hereby is, permitted to become 
effective forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act, and 


subject further to the reservation of jurisdiction ordered 
below. 
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IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to fees and expenses to 
be incurred in connection with the proposed 
amendments to the Plan. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 


Release No. 19993/April 19, 1977 


In the Matter of 


ARKANSAS-MISSOURI POWER COMPANY 
Blytheville, Arkansas 


(70-5838) 


SUPPLEMENTAL ORDER AUTHORIZING ISSUANCE 
AND SALE OF SHORT-TERM BANK NOTES 


Arkansas-Missouri Power Company (‘’Arkansas-Miss- 
ouri’’), a wholly-owned subsidiary of Middle South 
Utilities, Inc., a registered holding company, has filed 
with this Commission a post-effective amendment to 
the declaration in this proceeding pursuant to Sections 
6(a) and 7 of the Public Utility Holding Company Act of 
1935 (‘‘Act’’) regarding the following proposed 
transactions. 


By order in this proceeding dated May 4, 1976 (HCAR 
No. 19511), Arkansas-Missouri was authorized to 
borrow from a group of Arkansas banks, from time to 
time for a period of one year, up to $5,500,000 through 
the issuance and sale of promissory notes. On March 8, 
1977, $3,000,000 of such notes were outstanding. 


It is now proposed that Arkansas-Missouri issue and sell 
to a group of banks, from time to time during the period 
commencing on the effective date of the supplemental 
order herein and continuing for one year thereafter, up 
to $5,500,000 of unsecured, short-term promissory 
notes to Worthen Bank & Trust Company, Little Rock, 
Arkansas, for the account of fifteen participating banks. 


The notes will be payable in not more than 270 days 
from the date of issuance and may be renewed from 
time to time, but will mature not later than one year 
from the effective date. As the notes mature, they will 
be renewed (but to mature not later than one year from 





the effective date) or repaid out of funds then available 
to the company. The notes will, at the option of the 
company, be prepayable, in whole or in part, at any 
time without premium or penalty. 


The notes will bear interest, payable quarterly and at 
maturity, on the unpaid principal amount thereof at the 
prime commercial loan rate of Chemical Bank, New 
York, New York, in effect from time to time. 
Arkansas-Missouri will not be required to maintain any 
compensating balances with, or pay any commitment 
fee to, any of the participating banks in connection with 
the proposed borrowings. 


Arkansas-Missouri will apply a portion of the net 
proceeds received from the new borrowings to the 
payment at maturity of the presently outstanding 
$3,000,000 principal amount of bank borrowings 
referred to above and the balance of said proceeds to 
the company’s 1977 construction program. It is stated 
that the proposed new borrowings are in addition to 
other bank borrowings by the company from the First 
National Bank in Little Rock, Arkansas, which totaled 
$7,750,000 in principal amount as of March 8, 1977, and 
which may not exceed that amount at any one time 
outstanding (HCAR Nos. 19264 and 19756). 


No State commission and no Federal commission, other 
than this Commission, has jurisdiction over the 
proposed transactions. 


Due notice of the filing of said post-effective 
amendment to the declaration has been given in the 
manner prescribed in Rule 23 promulgated under the 
Act (HCAR No. 19944), and no hearing has been 
requested of or ordered by the Commission. Upon the 
basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said declaration, as amended by said post-effective 
amendment, be permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended by said post-effective amendment, be, and 
it hereby is, permitted to become effective forthwith, 
subject to the terms and conditions prescribed in Rule 
24 promulgated under the Act. 


For the Commission, by the Division of Corporated 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 


Release No. 19994/April 19, 1977 
In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
225 Baronne Street 
New Orleans, Louisiana 70112 


ARKANSAS POWER & LIGHT COMPANY 
First National Building 
Little Rock, Arkansas 72203 


(70-5999) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
COMMON STOCK BY SUBSIDIARY TO HOLDING 
COMPANY 


NOTICE IS HEREBY GIVEN that Middle South Utilities, 
Inc. (‘‘Middle South’), a registered holding company, 
and its electric utility subsidiary company, Arkansas 
Power & Light Company (‘’Arkansas’’), have filed an 
application with this Commission pursuant to Sections 
6(b), 9(a), and 10 of the Public Utility Holding Company 
Act of 1935 (’’Act’’) regarding the following proposed 
transaction. All interested persons are referred to the 
application, which is summarized below, for a complete 
statement of the proposed transaction. 


Arkansas proposes to issue and sell to Middle South, 
and Middle South proposes to acquire from Arkansas, 
from time to time until December 31, 1977, at the price 
of $12.50 per share, or $30,000,000 in the aggregate, 
2,400,000 presently authorized but unissued shares of 
the common stock of Arkansas, $12.50 par value. 
Arkansas presently has outstanding 29,436,773 shares 
of common stock, $12.50 par value, having an 
aggregate par value on its books of $367,959,662.50, all 
of which shares are owned by Middle South. 


The net proceeds to be received by Arkansas from the 
issuance and sale of the new common stock will be 
used to reduce the short-term indebtedness which will 
have been incurred to finance Arkansas’ construction 
program which is estimated to cost approximately 
$171,700,000 during 1977. 


It is stated that the Arkansas Public Service 
Commission and the Tennessee Public Service 
Commission have jurisdiction over the issuance and sale 
of the new common stock by Arkansas and that no 
other State commission and no Federal commission, 
other than this Commission, has jurisdiction over the 
proposed transaction. It is further stated that no special 
or separa te expenses are anticipated in connection with 
the proposed transactions except for the $2,000 filing 
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fee and legal fees estimated at $2,000. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than May 13, 1977, request in writing that 
a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues 
of fact or law raised by said application which he desires 
to controvert; or he may request that he be notified if 
the Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, Securi- 
ties and Exchange Commission, Washington, D.C. 
20549. A copy of such request should be served 
personally or by mail upon the applicants at the 
above-stated addresses, and proof of service (by 
affidavit or, in case of an attorney at law, by certificate) 
should be filed with the request. At any time after said 
date, the application, as filed or as it may be amended, 
may be granted as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, or 
the Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem apprpriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 


Release No. 19995/ April 21, 1977 
SEE: 


Securities Act of 1933 
Release No. 5823/April 21, 1977 





TRUST INDENTURE ACT OF 1939 





TRUST INDENTURE ACT OF 1939 
Release No. 467/ April 15, 1977 


The Securities and Exchange Commission has issued a 
notice giving interested persons until April 27, 1977 to 
request a hearing on an application by Dayton F*ower 
and Light Company, an Ohio corporation (‘‘the 
Company”) pursuant to Section 310(b)(1)(ii) ‘of the 
Trust Indenture Act of 1939 declaring thiat the 
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trusteeship of Irving Trust Company under two inden- 
tures of the Company is not so likely to involve a 
material conflict of interest as to make it necessary to 
disqualify Irving Trust Company from acting as trustee. 





INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9724/April 18, 1977 


In the Matter of 


CAROLINA PALMETTO INCOME INVESTORS 
Suite 1709, Bankers Trust Towers 

P.O. Box 11877 

Columbia, South Carolina 29211 


(811-2404) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
DECLARING THAT CAROLINA PALMETTO INCOME 
INVESTORS HAS CEASED TO BE AN INVESTMENT 
COMPANY 


Carolina Palmetto Income Investors (‘Applicant’), 
registered as a closed-end diversified management 
investment company under the Investment Company 
Act of 1940 (‘‘Act’’), filed an application on December 
16, 1976, and an amendment thereto on March 3, 1977, 
pursuant to Section 8(f) of the Act for an order of the 
Commission declaring that Applicant has ceased to be 
an investment company as defined in the Act. 


On March 21, 1977, a notice (Investment Company Act 
Release No. 9685) was issued of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as of 
course, unless a hearing should be ordered. No request 
for a hearing has been filed, and the Commission has 
not ordered a hearing. 


The matter has been considered, and it is found that 
Applicant has ceased to be an investment company. 
Accordingly, 


IT IS ORDERED, pursuant to Section 8(f) of the Act, 
that the registration of Carolina Palmetto Income 
Investors under the Act shall forthwith cease to be in 
effect. 





For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9725/ April 18, 1977 


In the Matter of 


NARRAGANSETT CAPITAL CORPORATION 
40 Westminster Street 
Providence, Rhode Island 02903 


AMTEL, INC. 
40 Westminster Street 
Providence, Rhode Island 02903 


DR. A. T. YU 

MR. ANTHONY PALLADINO 
and 

MR. CHARLES H. RICKER, JR. 
c/o Orba Corporation 

One Gothic Plaza 

Fairfield, New Jersey 07006 


(812-4099) 
NOTICE OF FILING OF APPLICATION FOR ORDER 


PURSUANT TO SECTIONS 17(b) AND 17(d) OF THE 
ACT AND RULE 17d-1 THEREUNDER. 


NOTICE IS HEREBY GIVEN that Narragansett Capital 
Corporation (‘‘Narragansett’’), registered under the 
Investment Company Act of 1940 (the ‘’Act’’) as a non- 
diversified, closed-end management investment com- 


pany, and licensed as a small business investment 
company under the Small Business Investment Act of 
1958, Amtel, Inc. (‘‘Amtel’’), and Dr. A.T. Yu, Mr. 
Anthony Palladino, and Mr. Charles H. Ricker, Jr. (the 
“Executive Stockholders’, referred to collectively with 
Narragansett and Amtel as the ‘‘Applicants’’), filed an 
application on March 1, 1977, and amendments thereto 
on April 11, 1977, and April 15, 1977, for an order of the 
Commission (1) pursuant to section 17(d) of the Act and 
Rule 17d-1 thereunder to permit a proposed purchase 
by Amtel of 50% of the outstanding Class A Common 
Stock of Orba Corporation (‘‘Orba’’) from Narragan- 
sett and 30% of such outstanding stock from the 
Executive Stockholders, and (2) pursuant to Section 
17(b) of the Act exempting from the provisions of 
Section 17(a) of the Act that proposed purchase from 


Narragansett. All interested persons are referred to the 
application on file with the Commission for a statement 
of the representations contained therein, which are 
summarized below. 


According to the application, Amtel, a publicly held 
corporation having a net worth of $45 million, is a 
diversified company engaged in process engineering 
and construction, petroleum marketing, and the 
manufacture and sale of industrial and consumer 
products. The application states that Narragansett 
holds 439,350 shares, or 9.4%, of the outstanding 
common stock of Amtel; that Royal Little, a director of 
Narragansett, is Chairman of the Board of Directors of 
Amtel and owns, directly or indirectly, 38,768 shares of 
such common stock; and that the officers and directors 
of Narragansett collectively own, directly or indirectly, 
48,685 shares of such common stock. The application 
also states that Narragansett and Amtel have one other 
common director, Mr. Raymond J. Armstrong. 


Applicants submit that Orba was organized in 1972 to 
engage in business as engineers in material handling 
systems on a worldwide basis for such bulk products as 
coal, copper, ore and chemicals. They state that 
Narragansett made an original investment of $725,000 
in Orba, of which $600,000 was represented by 
subordinated debt and $125,000 was represented by 
12,500 shares, or 50% of the outstanding Class A 
common stock of Orba, and that the balance of such 
outstanding common stock was acquired by the 
Executive Stockholders, who were the founders of 
Orba and presently serve as its directors, officers and 
employees. According to the application, Orba offered 
a new concept and a new approach to bulk material 
handling; it determined to offer total bulk material 
handling and transportation services, incorporating 
consultation and design, engineering and construction, 
financing, and facility operations. The application states 
that while operationally the Orba concept rapidly proved 
successful, it became clear that the scale upon which its 
operations depended for cost-saving advantages 
created substantial capital demands, in excess of what 
Orba could itself generate, and that a financial reverse 
of a major French contract supplier of machinery for 
Orba stretched Orba’s financial resources to the limit. 
Applicants allege that these two factors, together with a 
decline in the demand for Orba’s services resulting from 
the cut-back in capital spending programs in the 
industry which it serves, made it necessary for Orba, in 
the fall of 1976, to seek refinancing with Narragansett as 
well as with Industrial National Bank of Rhode Island 
(“INB’’). The application states that on December 8, 
1976, to seek refinancing with Narragansett as well as 
with Industrial National Bank of Rhode Island (‘‘INB”’). 
The application states that on December 8, 1976, 
Matran, a wholly owned subsidiary of Orba, entered 
into a ‘‘Loan Agreement” with INB for a $703,125 loan 
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to Matran, and Narragansett exchanged its original 
$600,000 subordinated loan to Orba for two new 
subordinated Notes to Matran, for $775,000 (with an 
additional commitment for $125,000) and $35,076 
(representing accrued but unpaid interest on old 
indebtedness) respectively, both Notes being guaran- 
teed by Orba and both being subordinated to the INB 
indebtedness. The application states that at December 
31, 1976, Orba had a net capital deficiency of $965,000 
and had suffered losses for the seven month period 
ending on that date of $199,000. The application further 
states the Orba has suffered losses in four of its last five 
fiscal years. 


According to the application, Orba’s Board of Directors 
was persuaded that, to continue to operate success- 
fully, Orba must have substantial capital resources 
available to it, but Narragansett’s Board of Directors felt 
that Narragansett could not commit to Orba, only one 
of its portfolio companies, the further capital resources 
which might be needed. Applicants state, however, 
that the Executive Stockholders suggested that Amtel, 
a large company with sales in 1975 in excess of $349 
million, a net worth of over $45 million, current assets of 
$117 million and annual income of $6 million, had 
financial resources that were on the scale required by 
Orba and might provide a solution to this problem. 


Applicants submit that, at recent meetings of the 
Boards of Directors of Amtel and Narragansett, the 
Board of each company approved the acquisition by 
Amtel of 80% of the outstanding Class A common 
stock of Orba from Narragansett and the Executive 
Stockholders pursuant to a Stock Purchase Agreement 
(the ‘‘Agreement’’), subject in each case to the order of 
the Commission requested herein and, in Amtel’s case 
to a favorable vote of its shareholders. 


The Agreement provides that Amtel will purchase 80% 
or 20,000, of the 25,000 outstanding shares of Class A 
common stock of Orba (the ‘Sold Shares’’), and enter 
into certain commitments described below with respect 
to the 5,000 outstanding shares (the ‘’Retained 
Shares”). It is proposed that Narragansett will sell all of 
the 12,500 shares owned by it, and that the Executive 
Stockholders will each sell 2,500 of the approximately 
4,167 shares owned by them, for a purchase price in 
each case of $40.00 per share payable in cash at the 
closing of the transaction (the ‘‘Closing’’), which is to 
take place not later than May 31, 1977. Applicants 
allege that this will result in aggregate cash proceeds to 
Narragansett of $500,000, and will terminate Narragan- 
sett’s interest in Orba except for subordinated notes of 
Matran, in the face amount of $810,076.72, bearing 
interest at the rate of 5% over prime per annum, but not 
less than 12% nor more than 15%. Applicants further 
allege that each of the Executive Stockholders will 
realize cash proceeds of $100,000, and each will 
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continue to hold approximately 6 2/3% of the 
outstanding shares of Orba, subject to the rights and 
restrictions described in the Agreement. 


The Agreement provides that the Retained Shares are 
subject to certain rights and restrictions, many of which 
relate, in the case of a future sale of Orba shares, to a 
“Formula Price’’ per share of Orba, computed as 
follows: $40 (the cash price per share for the Sold 
Shares), plus or minus $65% of the cumulative net 
amount of all consolidated net profit or loss (as defined 
in the Agreement) of Orba per share from the Closing to 
the date of such sale arising from long term gain or loss 
from the disposition of capital assets and 50% of the 
remaining portion of such consolidated net profit or 
loss. The application summarizes the provisions of the 
Agreement relating to the Retained Stock as follows: 
(1) Amtel has a right of first refusal on all Retained 
Shares (except for transfers to executors or family 
trusts) at the lower of (i) the price to the proposed 
purchaser, or (ii) the Formula Price; (2) Amtel cannot 
sell the Sold Shares or the business of Orba until 
January 1, 1980. In addition, if Orba has a cumulative 
consolidated net loss over a 24-month period 
commencing on or after January 1, 1978, Amtel can 
purchase the Retained Shares at the Formula Price, 
without any premium, terminate the employment 
contracts of the Executive Stockholders, and dispose of 
the stock or assets of Orba, subject, however, to a right 
of first refusal on the part of the Executive Stock- 
holders. In the case of any other contemplated 
disposition of Orba, Amtel must call the Retained 
Shares at the price specified in (3) below; (3) at any time 
after December 31, 1979, Amtel has a call on any or all 
of the Retained Shares at percentages of the Formula 
Price, ranging from 112% in 1980 to 100% in 1986 and 
thereafter; (4) if the employment of any Executive 
Stockholder is terminated for a violation of his employ- 
ment agreement, Amtel has a call on his Retained 
Shares at the lower of the Formula Price or $40 per 
share plus simple interest at the rate of 6%; (5) if the 
employment of any Executive Stockholder is terminated 
without violation of his employment agreement, 
including termination for death or total disability, Amtel 
has an obligation to buy his Retained Shares, and he 
has an obligation to sell them, at the Formula Price. 


The application also states that so long as the Executive 
Stockholders continue to hold Retained Shares, they 
are entitled to certain powers and rights of veto 
including that, without the consent of a majority of the 
surviving Executive Stockholders, Orba cannot issue 
any stock, options, warrants or convertible securities. 
The application further states that the Agreement also 
requires, as a condition of closing, that each of the 
Executive Stockholders enter into employment con- 
tracts for a period ending December 31, 1979. 





Applicants further represent that among the conditions 
of closing is the condition that INB and Narragansett 
shall have amended the terms of the aforementioned 
loan agreements with Matran dated December 8, 1976, 
so that, inter alia, NB and Narragansett will no longer 
have security interests in properties of Orba and 
Matran, and that Amtel, in order to induce INB and 
Narragansett to do so, shall have executed certain 
“Comfort Letters,’’ relating to an expression of Amtel’s 
intention, without obligation to do so, to advance 
sufficient funds to Matran to enable it to make 
payments under the loan agreements. The application 
also states, however, that if the Matran loans are not 
refinanced by the Closing in the manner indicated, it is 
anticipated that the parties may waive this condition of 
closing, and that Amtel may thereafter cause the 
prepayment in full of the entire principal amount of the 
INB and Narragansett loans under the December 8, 
1976 Loan Agreements, in order to avoid the substantial 
interest charges to which such parties are entitled under 
such loan agreements. 


Section 2(a)(3) of the Act includes, within the definition 
of ‘‘affiliated person’ of another person, (1) any person 
controlled by such other person; (2) any person five per 
centum or more of whose outstanding voting securities 
are owned by such other person; and (3) any employee, 
officer or director of such other person. Section 2(a)(9) 
of the Act provides, in part, that any person owning 
more than 25 per centum of the voting securities of a 
company shall be presumed to control such company. 
Accordingly, it appears from the foregoing that (1) 
Amtel is an affiliated person of Narragansett, (2) Orba is 
an affiliated person of, and presumed to be controlled 
by, Narragansett, and (3) the Executive Stockholders 
are affiliated persons of an affiliated person (Orba) of 
Narragansett. 


Section 17(a) of the Act provides, in part, that it is 
unlawful for any affiliated person of a registered 
investment company knowingly to purchase from such 
registered company, or from any company controlled 
by such registered company, any security or other 
property, except securities of which the seller is the 
issuer. Section 17(b) of the.Act generally provides that, 
upon application, the Commission shall exempt a 
proposed transaction from the provisions of Section 
17(a) if evidence establishes that the terms of the 
proposed transaction, including the consideration to be 
paid or received, are reasonable and fair and do not 
involve overreaching on the part of any person 
concerned and that the proposed transaction is 
consistent with the policy of each registered investment 
company concerned and with the general purposes of 
the Act. 


Section 17(d) of the Act and Rule 17d-1 thereunder, 
taken together, provide, in part, that it is unlawful for an 


affiliated person of a registered investment company, or 
any affiliated person of such person, acting as principal, 
to effect any transaction in which such investment 
company is a joint participant, without the permission 
of the Commission. Rule 17d-1 provides, in part, that in 
passing upon applications for orders granting such 
permission, the Commission will consider (1) whether 
the participation of the investment company in such 
transaction on the basis proposed is consistent with the 
provisions, policies and purposes of the Act, and (2) the 
extent to which such participation is on a basis different 
from or less advantageous than that of other 
participants. 


Applicants accordingly request an order of the 
Commission (1) pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder permitting the proposed 
purchase by Amtel, from Narragansett and the 
Executive Stockholders, of 80%, collectively, of the 
outstanding Class A common stock of Orba, and (2) 
pursuant to Section 17(b) of the Act exempting from 
the provisions of Section 17(a) of the Act the proposed 
purchase by Amtel from Narragansett of 50% of such 
outstanding common stock. 


Applicants assert that the $800,000 consideration 
proposed to be paid by Amtel for 80% of the 
outstanding equity of Orba was determined in, 
arm’s-length negotiations between Harvey J. Sarles,, 
Chairman of the Executive Committee and Chief 
Executive Officer of Narragansett, acting on behalf of 
Narragansett and its shareholders, Jerome Ottmar,, as 
President and Chief Executive Officer of Amtel, ac.ting 
on behalf of Amtel, and the Executive Stockholders, 
acting on their own behalf. In addition, Applicants 
assert that the two common directors of Amt.el and 
Narragansett did not participate in the vote of Amtel’s 
Board approving the Agreement. 


Applicants further assert that the terms of the proposed 
transaction, including the consideration to be paid, are 
reasonable and fair for the following reassons: (1) a 
present contract for management and operation of the 
Superior Coal Transshipment Terminal in Superior, 
Wisconsin, has, in Applicants’ estimation, a minimum 
after-tax present value to Orba of at least $871,000; (2) 
Amtel’s management believes that the ‘‘energy crisis’ 
may lead to an increase of emphasis on coal as an 
energy source, resulting in a significant increase in the 
need for coal handling facilities; such as are designed 
and operated by Orba; (3) on March 4, 1977, Georgia 
Power Company chose Orba tio operate its new coal 
transloader terminal on the Terinessee River at Pride, 
Alabama, pursuant to which arrangement the planned 
commitment for 1977-1982 hass ar after-tax present 
value to Orba, Applicants assiert, of approximately 
$770,000; (4) Applicants assert ithat: Orba’s operations 
will complement the operations of /Amtel’s engineering 
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and construction subsidiaries and divisions; (5) 
Applicants allege that Amtel has the financial resources 
to finance Orba’s working capital requirements and that 
Amtel wi!l benefit from Orba’s ability to utilize its net 
operating loss carryforward of approximately 
$2,800,000; (5) Amtel’s management believes that Orba 
and its personnel have, in the brief period of Orba’s 
existence, gained a wide reputation for excellent perfor- 
mance and technical expertise in the engineering of 
material handing systems and that Orba is pursuing 
opportunities to design, engineer, and build additional 
transshipment facilities which may generate significant 
revenues and profits; (6) Applicants represent that Orba 
has developed certain proprietary shiploading and 
materials handling systems which, Amtel’s manage- 
ment believes, have an excellent potential for 
generating future revenues; and (7) Applicants state 
that Orba’s budgeted statement of operations for the 
year ended Cecember 31, 1977, shows profitable 
operations by the last quarter of 1977. 


Applicants assert that the participation of Narragansett 
in the proposed transaction will not be on a basis less 
advantageous than that of other participants. However, 
they concede that, since only 60% of Orba’s Class A 
common stock held by the Executive Stockholders is 
to be bought by Amtel at the Closing, while 100% of the 
common stock held by Narragansett is to be so 
‘bought, those two classes of stockholders are 


piarticipating on a different basis. They concede that 
N.arragansett may also be viewed as participating on a 
ditferent basis in that the Agreement provides that 
Narragansett amend the terms of its loan agreement 
with Matran and its guaranty agreements with Orba, so 


that Narragansett may be viewed as giving and 
receiving ‘‘consideration’’ in connection with the 
Agreement, apart from the cash price of $40 per share 
of Orbia, which is different from the “consideration” 
given ard received by the Executive Stockholders apart 
from their $40 per shiare of Orba. 


Applicants state that the purpose to have the Executive 
Stockholders continue to retain 20% of the equity of 
Orba was su'ggested loy the President of Amtel and not 
by either Narragansett or the Executive Stockholders; 
they assert that the purpose of this arrangment is to 
provide additional inc:entive to the individuals who will 
be continuing to operate Orba after acquisition of its 
contro! by Amtel. /Applicants further submit that, 
although the Executive Stockholders may in the future 
realize a price different from $40 per share for the 
Retained Shares, in that instance the basic price from 
which the Formula Price is computed is $40 per share, 
and the extent to which the Executive Stockholders 
would therefore realize more or less than $40 per share 
in the future is a direct reflection of their success or 
failure in running Orba’s business after the Closing. 
Applicants also sultomit that the Executive Stockholders 
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are committing their individual futures to the Orba 
business, while Narragansett, originally the larger 
investor, is realizing somewhat more cash from the 
present sale from the Executive Stockholders, but still 
has a considerable investment at stake in the form of 
subordinated loans. 


Applicants submit that the terms of the proposed 
transaction, including the consideration to be paid and 
received, are reasonable and fair and do not involve 
overreaching. Applicants further represent that the 
proposed transaction is consistent with Narragansett’s 
investment policy and the purposes of the Act and that 
the participation by Narragansett in such transaction is 
not on a basis less advantageous than that of other 
participants. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than May 6, 1977, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of 
his interest, the reason for such request, and the issues, 
if any, of fact or law proposed to be controverted, or he 
may request that he be notified if the Commission shall 
order a hearing thereon. Any such communication 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A 
copy of such request shall be served personally or by 
mail upon Applicants at their respective addresses a: 
set forth above. Proof of such service (by affidavit or, in 
the case of an attorney-at-law, by certificate) shal! be 
filed contemporaneously with the request. As provided 
by Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application will 
be issued as of course following said date unless the 
Commission thereafter orders a hearing upon request or 
upon the Commission’s own motion. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9726/April 19, 1977 


In the Matter of 


MONTGOMERY STREET INCOME SECURITIES, 
INC. 





315 Montgomery Street 
San Francisco, California 94104 


(812-3963) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
FOR EXEMPTION FROM SECTION 18(c) OF THE ACT 


Montgomery Street Income Securities, Inc. (‘‘Appli- 
cant’), a Delaware corporation which is registered 
under the Investment Company Act of 1940 (‘‘Act’’) as 
a diversified, closed-end management investment 
company, filed an application on June 1, 1976 and 
amendments thereto on July 23, 1976, November 2, 
1976, March 9, 1977 and March 21, 1977, pursuant to 
Section 6(c) of the Act, for an order of exemption from 
Section 18(c) of the Act to permit Applicant to have 
outstanding privately arranged indebtedness while 
engaging in the lending of its portfolio securities. 


On March 21, 1977, a notice (Investment Company Act 
Release No. 9686) of the filing of the application was 
issued, in which it was stated that Applicant agreed that 
the requested order may be effective only with respect 
to securities loan transactions effected in compliance 
with certain conditions specified therein. The notice 
gave interested persons an opportunity to request a 
hearing and stated that an order disposing of the 
application would be issued as of course unless a 
hearing should be ordered. No request for a hearing has 
been filed, and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found that the 
granting of the application is appropriate in the public 
interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and 
provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from Section 18(c) of 
the Act, with respect to securities loan transactions 
effected in compliance with the conditions specified in 
Investment Company Act Release No. 9686 (March 21, 
1977), be and hereby is granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9727/April 19, 1977 


In the Matter of 


KANSAS VENTURE CAPITAL, INC. 
1030 First National Bank Building 
Topeka, Kansas 66603 


(812-4071) 


ORDER PURSUANT TO SECTION 6(c) EXIEMPTING 
COMPANY FROM ALL PROVISIONS OF THE ACT 


Kansas Venture Capital, Inc. (“KVC’’), a Kansas 
corporation, filed an application on December 27, 1976, 
and an amendment thereto on March 18, 1977, 
pursuant to Section 6(c) of the Investment Company 
Act of 1940 (’‘Act’’) for an order exempting KVC from 
all provisions of the Act. On March 22, 1977, a notice 
(Investment Company Act Release No. 9689) was is- 
sued of the filing of said application. The notice gave 
interested persons an opportunity to request a hearing 
and stated that an order disposing of the application 
would be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed, and 
the Commission has not ordered a hearing. The matter 
has been considered, and it is found that the granting of 
the requested exemption is appropriate in the public 
interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and 
provisions of the Act. Accordingly, 


IT 1S ORDERED, pursuant to Section 6(c) of the Act, 
that Kansas Venture Capital, Inc. be, and hereby is, 
exempted from all provisions of the Act, effective 
forthwith. 


For the Commission, by the Division of Investment 
Management pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9728/April 20, 1977 


In the Matter of 


SCUDDER MANAGED MUNICIPAL BONDS 
175 Federal Street 
Boston, Massachusetts 02110 


(812-4114) 
NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) OF THE ACT FOR SUPPLEMENTAL 


ORDER OF EXEMPTION FROM SECTION 2(a)(19) OF 
THE ACT 
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NOTICE IS HEREBY GIVEN that Scudder Managed 
Municipal Bonds (‘‘Applicant’’), an open-end diversified 
management company registered under the Investment 
Company Act of 1940 (‘‘Act’’), filed an application on 
February 22, 1977, and an amendment thereto on 
March 31, 1977 pursuant to Section 6(c) of the Act for a 
supplemental order declaring that Mrs. Hester L. 
Sargent, a Trustee of Applicant, shall not be deemed an 
“interested person’’ of Applicant or its investment 
adviser or principal underwriter within the meaning of 
Section 2'(a)(19) of the Act by reason of her position as 
a director of Boston Safe Deposit and Trust Company 
(“Boston Safe’’). All interested persons are referred to 
the application on file with the Commission for a 
statement of the representations made therein, which 
are summarized below. 


On May 10!, 1976, the Commission issued an order 
(Investment Company Act Release No. 9284) pursuant 
to Section 6(c) of the Act granting an exemption from 
Section 2(a)(19) of the Act to the effect that Mrs. 
Sargent, along with other individuals named in the 
application to which the order referred (the ‘‘Original 
Application’), shall not be deemed to be “interested 
persons” of the registered investment companies which 
were the applicants to the Original Application. The 
Applicant was organized after the issuance of such 
order. This application relates to substantially the same 
situation as did the Original Application. 


Mrs. Sargent’s principal occupation is President of the 
Board of Governors of New England Medical Center 
Hospital. She is a Director of New England Telephone & 
Telegraph Company, and Trustee of Tufts University 
and Boston Symphony Orchestra. Mrs. Sargent also 
serves as a director of Boston Safe and as a Trustee of 
the Applicant. 


Boston Safe is a long established trust company 
engaged primarily in investment management and other 
trust company, fiduciary and related banking services, 
99% of whose stock is owned by The Boston Company, 
Inc. The Boston Company, Inc. is a holding company 
whose subsidiaries are engaged in providing resources 
management services. The Boston Company Financial 
Strategies, Inc. (‘’Strategies’’) is a wholly-owned 
subsidiary of The Boston Company, Inc. Strategies 
currently provides financial planning and asset 
management services; for its clients and is registered 
under the Investment Advisers Act of 1940. Subsequent 
to the date of the Original Application, Strategies 
formed a subsidiary, TBCFS, Inc., which has registered 
with the Commission as a broker-dealer under the 
Securities Exchange Act of 1934 (the ‘’1934 Act’). As 
contemplated by the Original Application, TBCFS, 
Inc.’s business relates primarily to the structuring and 
placement or sale of oil and gas programs and other 
investment programs and ventures. 
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Section 2(a)(19)(A)(v) and (B)(v) of the Act define an 
“interested person’’ of an investment company, an 
investment adviser of an investment company, or a 
principal underwriter for an investment company to 
include any broker or dealer registered under the 1934 
Act or any affiliated person of such broker or dealer. An 
“affiliated person’’ under Section 2(a)(3) of the Act 
includes any person directly or indirectly controlling, 
controlled by or under common control with, such other 
person. 


The application states that while there is a statutory 
presumption in Section 2(a)(9) of the Act that a natural 
person is not a controlled person, that presumption may 
be rebutted by evidence and a contrary determination 
made by Commission order that a director of one 
subsidiary may be determined to be under common 
control with another subsidiary. The application further 
states that under such an interpretation, Mrs. Sargent 
would be deemed to be an interested person of 
Applicant and of its investment adviser and principal 
underwriter. The application also states that while the 
Applicant does not necessarily agree with such an 
interpretation, it has deemed it advisable to clarify the 
status of Mrs. Sargent by applying for exercise of the 
Commission's exemptive authority under Section 6(c) 
of the Act. 


The Applicant believes that the relationship of Mrs. 
Sargent with Boston Safe, Strategies and TBCFS, Inc. 
will not impair her independence in acting on 
Applicant's behalf. 


Mrs. Sargent is not a director or officer of TBCFS, Inc. 
and therefore has no authority or responsibility for 
managment of the operations of TBCFS, Inc. The 
application states that because of the special nature of 
the type of investments which TBCFS, Inc. is involved 
with, Applicant could not legally purchase or sell such 
investments from or through TBCFS, Inc. because of 
investment restrictions, and Applicant does not intend 
to make any such investments. Moreover, Applicant 
has undertaken in the application not to transact any 
business with TBCFS, Inc. 


Applicant asserts that Mrs. Sargent is a person of 
recognized integrity, judgment, independence, and 
competence in the investment company industry. 
Applicant is also of the opinion that Mrs. Sargent is in 
fact a disinterested trustee and that it is in the best 
interests of Applicant that she be permitted to serve as 
such. 


Section 6(c) of the Act provides that the Commission, 
by order upon application, may conditionally or 
unconditionally exempt any person or transaction from 
any provision of the Act or of any rule or regulation 
thereunder, if and to the extent that such exemption is 





necessary or appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions of 
the Act. 


NOTICE IS FURTHER GIVEN, that any interested 
person may, not later than May 16, 1977, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission shall order a hearing thereon. 
Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request shall 
be served personally or by mail upon the Applicant at 
the address stated above. 


Proof of such service (by affidavit, or in the case of an 
attorney-at-law, by certificate) shall be filed contempor- 
aneously with the request. As provided by Rule 0-5 of 
the Rules and Regulations promulgated under the Act, 
an order disposing of the application will be issued as of 
course following said date, unless the Commission 
thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this matter, 


including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9729/April 21, 1977 


In the Matter of 

NEL TAX EXEMPT BOND FUND, INC. 

and 

NEL EQUITY SERVICES CORPORATION 

501 Boylston Street 

Boston, Massachusetts 02117 

(812-4104) 

ORDER PURSUANT TO SECTION 6(c) OF THE ACT 


EXEMPTING APPLICANTS FROM SECTION 22(d) OF 
THE ACT 


On March 24, 1977, a notice was issued (Investment 
Company Act Release No. 9693) of an application filed 
on March 7, 1377, by NEL Tax Exempt Bond Fund, Inc. 
(““Fund’’), registered under the Investment Company 
Act of 1940 (‘‘Act’’) as a diversified, open-end 
investment company, and NEL Equity Services 
Corporation, the principal underwriter for the Fund, 
(collectively referred to as ‘‘Applicants”’), for an order, 
pursuant to Section 6(c) of the Act, exempting Appli- 
cants from Section 22(d) of the Act to the extent neces- 
sary to permit the application of amounts payable under 
insurance contracts issued by New England Mutual Life 
Insurance Company to purchase shares of the Fund at 
reduced sales loads. 


The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of 
the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing has 
been filed and the Commission has not ordered a hear- 
ing. 


The matter having been considered, it is found that 
granting the requested order is necessary or appro- 
priate in the public interest and consistent with the 
protection of investors and the purposes fairly intended 
by the policy and provisions of the Act. Accordingly, 


IT |S ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from Section 22(d) 
of the Act to the extent requested be, and hereby is, 
granted effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9730/April 21, 1977 


In the Matter of 


LIFE INSURANCE COMPANY OF 
NORTH AMERICA 


and 


LIFE INSURANCE COMPANY OF NORTH 
AMERICA— SEPARATE ACCOUNT A 

1600 Arch Street 

Philadelphia, Pennsylvania 19101 
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(812-4105) 


NOTICE OF APPLICATION PURSUANT TO SECTION 
11 OF THE ACT FOR AN ORDER APPROVING 
OFFERS OF EXCHANGE’ AND PURSUANT TO 
SECTION 6(c) OF THE ACT FOR AN ORDER OF EX- 
EMPTION FROM SECTION 27(a) (3) 


NOTICE IS HEREBY GIVEN that Life Insurance Com- 
pany of North America (“LINA’’), a stock life insurance 
company organized under the laws of the State of 
Pennsylvania, and Life Insurance Company of North 
America Separate Account A (‘Separate Account”’), a 
separate account of LINA registered under the Invest- 
ment Company Act of 1940 (the ‘“‘Act’’) as a unit in- 
vestment trust, (hereinafter referred to as ‘‘Appli- 
cants’’), filed an application on March 10, 1977 and 
amendments thereto on April 4 and April 14, 1977 
pursuant to Section 11 of the Act for an order approv- 
ing certain offers of exchange and pursuant to Section 
6(c) of the Act for an order granting an exemption 
from Section 27(a)(3) of the Act. LINA is the Depositor 
and Sponsor of Separate Account. All interested 
persons are referred to the application on file with the 
Commission for a statement of the representations 
contained therein which are summarized below. 


The Separate Account was established by LINA 
pursuant to the laws of the State of Pennsylvania in 
connection with the issuance of group and individual 
variable annuity contracts (‘’Contracts’) to certain 
persons who qualify for tax-deferred benefits under 
Sections 401, 403(a), 403(b) and 408 of the Internal 
Revenue Code of 1954 (“Code”), as amended. Appli- 
cants also offer the Contracts under deferred compen- 
sation and other retirement plans for persons who may 
not qualify for similar tax treatment. 


Net purchase payments under Contracts currently is- 
sued, including the Group Variable Annuity Contract 
Contract which is the subject of the Application, are 
allocated to one of six divisions of the Separate Ac- 
count and are invested in shares of Decatur Income 
Fund, Inc., National Investors Corporation, Oppen- 
heimer Fund, Inc., Trustees Equity Fund, Inc., Dreyfus 
Third Century Fund, Inc., or Qualified Dividend Port- 
folio, Inc. (collectively called ‘‘Fund(s)”, which are 
open-end, diversified management investment com- 
panies registered under the Act. Contractowners or 
Participants may also allocate a portion of their net 
purchase payments to the LINA fixed accumulation ac- 
count to provide for fixed annuity payments. 


Applicants’ Group Variable Annuity Contract (‘‘Group 
Contract’’) contemplates that periodic payments will 
be made on behalf of each Participant until the date 
when his or her annuity payments are to commence. 
The normal charge for sales and administrative ex- 
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penses deducted from each payment is 6%, of which 
4% is for sales expenses. Premium taxes are also 
deducted wherever applicable. 


Applicants represent that occasionally payments are 
received under existing Group Contracts or its Group 
Contracts are newly purchased with amounts which 
have previously been accumulated under existing re- 
tirement plans. These ‘‘transfer payments’’ are 
received either in a lump sum or in periodic install- 
ments during a period not exceeding one year. Except 
in the case of a payment made under a retirement plan 
qualifying under Section 403(b) of the Code, transfer 
payments will be in minimum amounts of $5,000. Sec- 
tion 403(b) transfer payments may be less but will be 
made under the circumstances set forth below. Where 
transfer payments are to be made, Applicants propose 
to issue their Group Contract and accept the transfer 
payment under an existing Group Contract, at a re- 
duced charge of 2.5% of the transfer payment. Such 
reduction will only be available where the transfer pay- 
ment arises from the transfer of accumulations under: 
(a) a Plan qualifying under Section 401 or 403(a) of the 
Code provided that the Plan has been in effect for at 
least one year; (b) a Plan meeting the requirements of 
Section 403(b) of the Code provided that no Participant 
account transfer under an existing plan will be accepted 
unless the Participant has been in the plan for at least 
one year; and (c) an existing deferred compensation 
plan where the plan has been in effect for at least one 
year. The reduction will only be available under the 
above situations where the Contractowner will be mak- 
ing continuing contributions on behalf of persons who 
became participants under the Group Contract. Of the 
2.5% charge proposed, Applicants will apply 2% for 
sales expenses. The normal charge of 6% for sales and 
administrative expenses will be applicable to all regular 
purchase payments subsequent to the transfer pay- 
ment. Required deductions for state premium taxes will 
also be mace, if applicable. 
represent that the reduction to a 2.5% 
ransfer payments would give recognition to 
omies of scale involved in administering a 
‘aggregate purchase. Applicants represent further 
les charge reduction on transfer payments 
the best interest of persons who are currently 
nts in an existing retirement plan. The 
reduction, Applicants assert, would permit them to 
appropriately wieidin: aot Dapp ngs engaged in the 
sale of the Contracts in st ations and would give 
recognition to the continuing nati of the Applicants’ 
and sal \’S responsibilities under the Group Con- 
tract yplicants believe that it is appropriate to assess 
the normal Contact charge of 6% on payments subse- 
quent to the transfer payment since administrative and 
sales costs will be the same as are incurred under its 
normal continuing contribution Group Contracts. 





Applicants represent further that the transfer and 
reinvestment of assets under the Group Contract will 
not cause adverse tax consequences to the existing 
retirement plan or its Participants if done in a proper and 
timely manner. Applicants represent also that the trans- 
fer itself should not cause the plan to terminate or result 
in the establishment of a new plan. In this connection, 
Applicants will provide Contractowners with appro- 
priate disclosure regarding possible tax ramifications in- 
volved in a transfer payment and LINA will adminis- 
tratively attempt to assure that adverse tax conse- 
quences will not result to the plan or its Participants in- 
volved in the transfer. 


Section 27(a)(3) 


Section 27(a)(3) of the Act provides that no registered 
investment company issuing periodic payment plan cer- 
tificates and no depositor of, or underwriter for such 
company, may sell any such certificate if the amount of 
sales load deducted from any one of the first twelve 
monthly payments exceeds proportionately the amount 
deducted from any other such payment, or if the 
amount deducted from any subsequent - payment 
exceeds proportionately the amount deducted from any 
other subsequent payment. 


Applicants assert that if the proposed sales charge 
reduction on transfer purchases under their Group 
Contracts is instituted, the proportionate amount 
deducted for sales and administrative expenses from 
subsequent periodic purchase payments under Group 
Contracts issued in connection with the same plan 
would exceed the proportionate amount deducted from 
the transferred amount, thereby violating Section 
27(a)(3) unless exemptive relief is obtained. 


Applicants believe that Section 27(a)(3) was intended to 
apply to periodic payment plans of the conventional 
front-end load type under which the total sales charge 
assessment could otherwise equal, or exceed, 9% of 
the total purchase payments to be made. Under no cir- 
cumstances will the total sales charges to be made on 
these Group Contracts equal, or exceed, 9%. The pro- 
posed reduction on transfer payments does not involve 
any of the complex sales charge schedules which Sec- 
tion 27(a)(3) was enacted to curb. The proposed 
transfer charges will be described in Applicants’ pro- 
spectus describing their Group Contracts and are not 
unduly complex in their application. Applicants believe 
that Section 27(a)(3) was not intended to apply to the 
transfer situations of the type described herein and that 
granting the requested relief cannot result in excessive 
charges to Owners or to Participants under the Group 
Contracts. 





Section 6(c) 


Section 6(c) of the Act authorizes the Commission by 
order upon application to exempt any person, security 
or transaction or any class or classes of persons, 
securities or transactions from any provisions of the Act 
and rules thereunder if such exemption is necessary or 
appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly in- 
tended by the policy and provisions of the Act. 


Section 22(d) 


Applicants assert that the proposed sales charge varia- 
tions are permitted within the purview of Rule 22d-3 
under Section 22(d) of the Act in that the economies 
contemplated therein will be present in their transfer 
proposal. Accordingly, no exemption from the provi- 
sions of Section 22(d) of the Act is believed to be neces- 
sary to enable Applicants to offer their Group Contract 
at the reduced sales charge under circumstances which 
will be described in their Group Variable Annuity Pro- 
spectuses. 


Section 11 


Section 11(a) of the Act provides that it shall be unlaw- 
ful for any registered open-end company or principal 
underwriter for such company to make, or cause to be 
made, an offer to the holder of a security of such 
company or of any other open-end investment 
company to exchange his security for a security in the 
same or another such company on any basis other than 
the relative net asset values of the respective securities 
to be exchanged, unless the terms of the offer have first 
been submitted to and approved by the Commission. 
Section 11(c) provides that, irrespective of the basis of 
exchange, the provisions of Section 11(a) shall be 
applicable to any type of offer of exchange of the secu- 
rities of registered unit investment trusts for the secu- 
rities of any other investment company. 


Applicants represent that, under certain circumstances, 
the transfer purchases under their Group Contracts 
would be made with amounts which have previously 
been invested in the shares of a registered, open-end in- 
vestment company. Applicants state this could result in 
a determination that an offer has been made to the 
holder of a security of another open-end investment 
company to exchange his security for Applicants’ 
Group Contract within the contemplation of Section 
11(a) of the Act. Applicants represent that, where the 
transfer purchase is made with the proceeds from a 
liquidation of open-end investment company shares, 
they will not, in any way, be involved in such 
transaction. Any such liquidation would take place by 
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the Contractowner or Participant unilaterally without 
Applicants’ participation. Further, Applicants will, 
under no circumstances, accept the securities of any 
other issuer as payment under its Contract nor will it as- 
sist in or otherwise process the liquidation of such 
securities. 


Applicants assert that it is appropriate for the Commis- 
sion to approve their transfer proposal not only for the 
reasons stated above, but also because the transfer 
purchases under Applicants’ Group Contracts will, in 
most circumstances, involve a sale to a sophisticated 
employer applicant who will agree to install the Group 
Contract or make transfers under an existing Contract 
only after meaningful study of the product and LINA. 
Because of this and the administrative procedures 
which Applicant follows when underwriting a transfer 
purchase, Applicants assert that it is highly unlikely that 
an unsuitable transaction will take place. The 
disclosures which Applicant will make include a caution 
about the possible additional charges which may be in- 
curred in making the transfer purchases. Further, Ap- 
plicants will monitor transfer sales to assure that no im- 
proper replacement activity takes place which could be 
detrimental to Owners or Participants when transfer 
payments are made. When issuing a Group Contract in 
connection with a transfer payment, Applicants will 
comply with all state insurance laws which may be ap- 
plicable to the transaction. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than May 16, 1977 at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of 
his interest, the reason for such request and the issues 
of fact or law proposed to be controverted or he may 
request that he be notified if the Commission shall order 
a hearing thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange Com- 
mission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon Ap- 
plicants at the address stated above. Proof of such 
service (by affidavit or in case of an attorney at law by 
certificate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the Rules and Regu- 
lations promulgated under the Act, an order disposing 
of the application will be issued as of course following 
May 16, 1977, unless the Commission thereafter orders 
a hearing upon request or upon the Commission’s own 
motion. Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date of 
the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 
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George A. Fitzsimmons 
Secretary 
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SEE: 
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INVESTMENT ADVISERS ACT OF 1940 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 581/April 20, 1977 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 13454/April 20, 1977 


EXTENSION OF TEMPORARY EXEMPTION FROM 
THE INVESTMENT ADVISERS ACT FOR CERTAIN 
BROKERS AND DEALERS 


AGENCY: Securities and Exchange Commission. 
ACTION: Extension of Temporary Rule. 


SUMMARY: As aresult of the May 1, 1975 elimination 
of fixed commission rates on securities transactions, 
certain broker-dealers may have decided to impose 
separate charges for their investment advisory services. 
However, doing so might have caused such broker- 
dealers to lose their exemption from the Investment Ad- 
visers Act of 1940. To avoid this result the Commission 
has, since April 23, 1975, exempted certain broker- 


‘dealers from the Investment Advisers Act of 1940. The 


purpose of this document is to extend the expiration 
date for the temporary exemption from April 30, 1977 
until April 30, 1978. 


DATES: Effective immediately. 
FOR FURTHER INFORMATION CONTACT: 


Michael Berenson, Esq. 

Office of the Chief Counsel 

Division of Investment Management 
Securities and Exchange Commission 
500 North Capitol Street 
Washington, D.C. 20549 

(202) 376-8056. 








SUPPLEMENTARY INFORMATION: The Securities 
and Exchange Commission hereby amends Rule 206A-1 
(T) [17 CFR 275.206A-1(T)] under the investment Ad- 
visers Act of 1940 (‘‘Advisers Act’’) [15 U.S.C. 80b-1, et 
seq.|], effective the date hereof, to continue until April 
30, 1978 the temporary exemption provided thereby for 
certain registered brokers and dealers. The amendment 
to Rule 206A-1(T) is adopted pursuant to Sections 
206A, 211(a) and 211(b) of the Advisers Act [15 U.S.C. 
80b-6a, 80b-11(a) and 80b-11(b)].' 


On April 23, 1975, the Commission published notice 
(Advisers Act Release No. 455) (40 FR 18424, April 28, 
1975) of the adoption of temporary Rule 206A-1(T) 
effective May 1, 1975 to coincide with the effective date 
of Rule 19b-3 [17 CFR 240.19b-3] under the Securities 
Exchange Act of 1934 (‘‘Exchange Act’’) [15 U.S.C. 
78a, et seq.].2 Rule 206A-1(T) was intended to facilitate 
brokers and dealers charging separately for research 
and other investment advice furnished by brokers and 
dealers to their customers. However, the performance 
of advisory services for a separate charge clearly would 





1Section 206A of the Advisers Act provides as follows: 


The Commission, by rules and regulations, upon its 
own motion, or by order upon application, may 
conditionally or unconditionally exempt any person or 
transaction, or any class or classes of persons, or trans- 
actions, from any provision or provisions of this title or 
of any rule or regulation thereunder, if and to the extent 
that such exemption is necessary or appropriate in the 
public interest and consistent with the protection of in- 
vestors and the purposes fairly intended by the policy 
and provisions of this title. 


Sections 211(a) and (b! of the Advisers Act provide as 
follows: 


(a) The Commission shall have authority from time to 
time to make, issue, amend, and rescind such rules and 
regulations and such orders as are necessary or appro- 
priate to the exercise of the functions and powers con- 
ferred upon the Commission elsewhere in this title. For 
the purposes of its rules or regulations the Commission 
may classify persons and matters within its jurisdiction 
and prescribe different requirements for different 
classes of persons or matters. 


(b) Subject to the provisions of the Federal Register 
Act and regulations prescribed under the authority 
thereof, the rules and regulations of the Commission 
under this title, and amendments thereof, shall be effec- 
tive upon publication in the manner which the 
Commission shall prescribe, or upon such later date as 
may be provided in such rules and regulations. 





bring such brokers and dealers within the definition of 
investment adviser in Section 202(a)(11) [15 U.S.C. 
80b-2(a)(11)] of the Advisers Act,3 since the exclusion 
in Section 202(a)(11)(C) [15 U.S.C. 80b-2(a)(11)(C)] for 
“any broker or dealer whose performance of such 
[investment advisory] services is solely incidental to the 
conduct of his business as a broker or dealer and who 
receives no special compensation therefore’ would not 
be available with respect to the unbundled advisory 
services. Accordingly, in order to afford brokers and 
dealers an adequate period of time to develop and test 
new pricing practices after May 1, 1975, without at the 
same time having to register under and comply with the 
Advisers Act, the Commission provided a four-month 
exemption from the Advisers Act for any broker or 
dealer registered as such on May 1, 1975 pursuant to 
Section 15 [15 U.S.C. 780] of the Exchange Act and 
who was not then registered with the Commission as an 
investment adviser (or any successor to such broker or 
dealer within the meaning of Rule 15b1-3 [17 CFR 
240.15b1-3] under the Exchange Act), subject to two 
limited exceptions. The Commission intended that the 
exemptive period also would be utilized by such brokers 
and dealers ‘‘to become familiar with the provisions of 
that [Advisers] Act and interpretations thereunder and 
to consider their possible interaction with brokerage 
practices,’’ and requested ‘suggestions for further 
action.’’4 

Subsequently, the Commission concluded that 
additional time was needed to evaluate the potential 
problems, if any, in applying the Advisers Act to brokers 
and dealers in the light of business practices evolving in 
the securities industry. 





2Rule 19b-3 prohibits any national securities exchange 
from adopting or retaining any rule that requires, or 
from otherwise requiring, its members to charge fixed 
rates of commission for transactions executed on, or by 
the use of the facilities of, such exchange after May 1, 
1975 (May 1, 1976 as to rules of an exchange relating to 
floor brokerage commissions). 


3Section 202(a)(11) of the Advisers Act defines the term 
“investment adviser’’ to mean, with certain limited 
exclusions — 


any person who, for compensation, engaged in the 
business of advising others, either directly or through 
publications or writings, as to the value of securities or 
as to the advisability of investing in, purchasing, or 
selling securities, or who, for compensation and as part 
of a regular business, issues or promulgates analyses or 
reports concerning securitigs. 


4investment Advisers Act Release No. 455 (April 23, 
1975), 40 FR 18424 (April 28, 1975). 
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It also concluded that it was not appropriate to exempt 
from the Advisers Act for an extended period those 
brokers and dealers who perform investment 
supervisory services or other investment management 
services because of the special trust and confidence 
inherent in the relationships between such brokers and 
dealers and their advisory clients. Accordingly, Rule 
206A-1(T) was amended principally to: (1) extend the 
expiration date for the temporary exemption to April 30, 
1976; and (2) to make the exemption inapplicable after 
November 30, 1975 to broker-dealers who provide 
investment supervisory or investment management 
services.° 


As of April 1976 the Commission had not observed a 
significant amount of unbundling of advisory services 
by broker-dealers and decided to extend the exemptive 
provisions of Rule 206A-1(T) until April 30, 1977° At 
that time, the Commission made clear that the 
exclusion from the exemption in Rule 206A-1(T) for a 
broker-dealer who performs investment supervisory 
services or investment management services is 
applicable only if such services are performed ‘‘for 
special compensation or not solely incidental to his 
business as a broker-dealer.” 


The Commission believes that the broker-dealer 
community is still in the process of developing its 
response to unfixed commission rates and making 
decisions as to the wisdom, in terms of the 


marketplace, of unbundling advisory services. During 
the twelve-month extension of Rule 206A-1(T), the 
Commission intends to gather information which will 
enable it to evaluate the need for, and the economic 
impact of, applying the dual regulatory schemes of the 
Advisers Act and the Exchange Act to broker-dealers 
who charge separately for their advisory services. Prior 
to May 1, 1978, the Commission intends to reach a final 
determination of the status of broker-dealers under the 
Advisers Act by deciding whether Rule 206A-1(T) 
should (1) be allowed to expire, (2) be promulgated as a 
permanent rule or (3) be amended and promulgated as a 
permanent rule. 


Accordingly, Rule 206A-1(T) is hereby amended in the 
following manner: 


Paragraph (a) is amended to change the expiration date 
of the temporary exemption from April 30, 1977 to April 
30, 1978. 

The text of Rule 206A-1(T) [8275.206A-1(T)], as 
amended hereby, is set forth below. 
§8275.206A-1(T) Temporary exemption for certain 
broker-dealers/investment advisers. 


(a) Any person who was registered as a broker or dealer 
pursuant to Section 15 of the Securities Exchange Act 
of 1934 on May 1, 1975, and was not then registered as 





Investment Advisers Act Release No. 471 (August 20, 
1975), 40 FR 38157 (August 27, 1975). 


The text of Rule 206A-1(T), as then amended, was as 
follows: 


Rule 206A-1(T). Temporary Exemption for Certain 
Broker-Dealers/Investment Advisers. 


(a) Any person who was registered as a broker or dealer 
pursuant to Section 15 of the Securities Exchange Act 
of 1934 on May 1, 1975, and was not then registered as 
an investment adviser pursuant to Section 203 of the 
Investment Advisers Act of 1940 (or any successor, 
within the meaning of Rule 15b1-3 under the Securities 
Exchange Act of 1934, to such broker-dealer) shall be 
temporarily exempt from the provisions of the Act and 
the rules and regulations thereunder until April 30, 1976: 
Provided, however, that— 


(1) this exemption shall not be applicable to any such 
person (a) whose broker-dealer registration is 
withdrawn, suspended, cancelled or revoked, or (b) 
who acts as an investment adviser, as defined in 
Section 2(a)(20) of the Investment Company Act of 
1940, to any investment company registered or required 
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to be registered under that Act; and 


(2) this exemption shall not be applicable after 
November 30, 1975, to any broker-dealer who performs 
investment supervisory services as defined in Section 
202(a)(13) of the Act or investment management 
services as defined in paragraph (b) of this rule. 


(b) For the purposes of this rule, a person performs 
“investment management services” with respect to any 
account as to which such person, directly or indirectly, 
for special compensation or not solely incidental to his 
business as a broker-dealer, 


(1) is authorized to determine what securities shall be 
purchased or sold by or for the account; 


or 


(2) makes decisions as to what securities shall be 
purchased or sold by or for the account even though 
some other person may have responsibility for such 
investment decisions. 


SInvestment Advisers Act Release No. 506 (April 1, 
1976), 41 FR 14507 (April 6, 1976). 








an investment adviser pursuant to Section 203 of the 
Investment Advisers Act of 1940 (or any successor, 
within the meaning of Rule 15b1-3 under the Securities 
Exchange Act of 1934, to such broker-dealer) shall be 
temporarily exempt from the provisions of the Act and 
the rules and regulations thereunder until April 30, 1978. 


Provided, however, that— 


(1) this exemption shall not be applicable to any such 
person (i) whose broker-dealer registration is 
withdrawn, suspended, cancelled or revoked, or (ii) 
who acts as an investment adviser, as defined in 
Section 2(a) (20) of the Investment Company Act of 
1940, to any investment company registered or required 
to be registered under that Act; and 


(2) this exemption shall not be applicable after 
November 30, 1975, to any broker-dealer who, for 
special compensation or not solely incidental to his 
business as a broker-dealer, performs investment 
supervisory services as defined in Section 202(a)(13) of 
the Act or investment management services as defined 
in paragraph (b) of this section. 


(b) For the purposes of this rule, a person performs 
“investment management services’’ with respect to any 
account as to which such person, directly or indirectly, 


(1) is authorized to determine what securities shall be 
purchased or sold by or for the account; 

or 

(2) makes decisions as to what securities shall be 
purchased or sold by or for the account even though 
some other person may have responsibility for such 
investment decisions. 


* * * * x 


The Commission finds that the adoption of the 
foregoing amendment to Rule 206A-1(T) without 
requesting additional comments is appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy 
and provisions of the Advisers Act, since it will continue 
for an additional year beyond its scheduled expiration 
an exemption from a statutory requirement for a class of 
persons registered under and subject to the provisions 
of the Exchange Act. The Commission further finds, in 
accordance with the requirements of the Administrative 





Procedure Act,’ that notice of the amendment to Rule 
206A-1(T) prior to adoption and public procedure 
thereon is unnecessary, and publication for 30 days 
prior to the effective date may be omitted, since the 
‘15 U.S.C. 551, et seq. (1970), as amended (Supp. IV, 


1974). 


amendment continues an exemption from statutory 
requirements which otherwise would be applicable, and 
since it is in the public interest to facilitate the continued 
transition to competitive public commission rates 
pursuant to Rule 19b-3 under the Exchange Act. 
Accordingly, the amendment to Rule 206A-1(T) shall 
become effective on the date hereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 











Accounting Series Release No. 212/April 18, 1977 
Admin. Proc. File No. 3-5205 


In the Matter of 


ORDER INSTITUTING PROCEEDINGS AND 
IMPOSING REMEDIAL SANCTIONS 


Eugene Testa 
W.A. Stebbins 
FINDINGS AND OPINION 


These are proceedings pursuant to Rule 2(e) of the 
Commission’s Rules of Practice to determine whether 
W.A. Stebbins (‘’Stebbins’’) and Eugene Testa 
(‘“Testa’’) should be denied the privilege of appearing or 
practicing before the Commission. 


Respondents have submitted offers of settlement which 
the Commission has determined to accept. Solely for 
the purpose of these proceedings and without admitting 
or denying any of the findings or conclusions contained 
herein, respondents consent to institution of 
proceedings under Rule 2(e) of the Commission's Rules 
of Practice and to the entry of an Opinion and Order 
containing the findings and imposing the remedial 
sanctions as set forth below. 


These proceedings arise out of the conduct of 
respondents in connection with the audits of the 
financial statements of Photon, Inc. (‘‘Photon’’) for the 
fiscal years ended December 31, 1970 and 1971. A 
non-public investigation conducted by the Com- 
mission’s staff has indicated that Photon’s financial 
statements for those (and other) years were materially 
false and misleading and that the examinations of those 
financial statements by respondents were not 
conducted in accordance with generally accepted 
auditing standards: 
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Photon, whose securities were registered pursuant to 
Section 12(g) of the Securities Exchange Act, was a 
major manufacturer of photo-typesetting equipment 
headquartered in Wilmington, Massachusetts. Its stock 
was traded in the over-the-counter market until March 
1973, when the Commission suspended trading.? For 
the year ended December 31, 1970 Photon reported 
total assets of $35,600,374 and a net loss of $978,464 on 
sales of $19,991,997. At December 31, 1971 the 
Company's reported assets totalled $40,569,798, with 
net income of $1,349,468 on sales of $22,302,562. 


The staff's investigation has indicated that since about 
1968, and continuing until early 1973, Photon officers 
were engaged in a scheme to falsify its financial 
statements by massive overstatements of assets and 
income. The respondents referred to above acted as the 
independent public accountants for Photon during each 
of the years 1968 through 1971 and in each year 
expressed an opinion that Photon’s financial statements 
presented fairly the financial position of Photon in 
conformity with generally accepted accounting 
principles and that the audits were conducted in 
accordance with generally accepted auditing standards. 


The principal means used by Photon to falsify financial 
statements were to record lease arrangements as sales, 
record fictitious sales and to overstate inventories and 
receivables through various devices described below. In 
1973 an audit was conducted by other independent 
accountants to determine the adequacy of prior 
financial statements and Photon’s financial condition. 
As a result of this audit, a write-off was made of 
inventories and receivables in the approximate amounts 
of $19 million and $6.4 million respectively. 


The Photon-Pacer Arrangement 


Pacer Corporation (‘‘Pacer’’) was established in 1968 at 
the behest of a Photon officer for the purpose of 
establishing an intermediary through which Photon’s 
products could be leased by having Pacer “‘buy’’ 
equipment and separately lease that equipment to 
Photon’s customers. By this arrangement Photon was 
provided a means to record leases as sales. Pacer’s only 
substantive function was to find financing for the 





'As a result of the investigation, the Commission has 
filed a complaint in the United States District Court for 
the District of Columbia seeking injunctive relief against 
certain persons. See Litigation Release No. 7641, 
November 11, 1976. 


2The Company subsequently went through Chapter 10 
bankruptcy proceedings and was sold as a going 
concern to an unaffiliated company. 
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leasing and to prepare paper work in connection with 
the financing. The agreement for these transactions 
stipulated, however, that should a customer default on 
lease payments, Pacer could ‘‘consign’’ the equipment 
back to Photon and Photon would be obligated to 
reimburse Pacer for the balance of the payments on 
these defaulted leases. Photon was also obliged to 
service the leases and bear the cost of pick-up, repair, 
storage and resale of the equipment. In essence, Pacer, 
by terms of the agreement, was indemnified against 
loss from these transactions. Photon recorded these 
transactions as sales and never disclosed the substantial 
contingent liabilities attached thereto. 


Approximately 10% of Photon’s ‘‘sales’ during 1970 
and 1971 were recorded in this manner and by 1973, 
Photon was paying Pacer over $500,000 per year for 
defaulted leases. These payments were falsely included 
as part of the cost of goods sold. 


The respondents were aware of the “consignment 
payments’’ by Photon to Pacer, Pacer’s leased 
equipment stored at Photon’s plant, and the substantial 
amount of Pacer sales recorded by Photon. They 
requested but never obtained access to the 
documentation underlying the agreement with Pacer, 
as management withheld it. Instead, the respondents 
relied On management's uncorroborated representa- 
tions that such arrangements were reflected as bona 
fide sales without contingent liabilities and that the 
consignment payments were properly included in cost 
of sales. 


As a result of this arrangement, cumulative liabilities of 
$1.6 million principally for estimated losses and other 
expenses were recorded during the 1973 audit. 


Fictitious and Improperly Recorded Sales 


During certain fiscal years, including both 1970 and 
1971, Photon fraudulently inflated earnings by 
recording nonexistent sales and by recording sales in 
December which should have been recorded in the 
following year. The related equipment was stored on 
Photon’s premises or in vans. Some was included in 
inventory as ‘‘returned’’ goods, though no credits to 
reduce sales were ever issued. 


The respondents were aware that an abnormally high 
portion of Photon’s purported sales took place at year- 
end. They permitted Photon to use a cut-off date two 
weeks after year-end and failed to make inquiries 
sufficient to explain the many questionable practices of 
which they were aware. They knew that many of the 
year-end invoices had notations such as “‘billed but no‘ 
shipped”’ and “‘shipped to warehouse.’’ There was 
virtually no coordination between inventory and sales 





audit work, thus permitting the recordation of fictitious 
sales. 


Inventory 


Approximately nineteen million dollars of inventory was 
written-off during 1973, fifteen million of which resulted 
from prior costing errors related to obsolescence and 
differences between the physical counts and Photon’s 
book balances. An additional four million dollar 
write-off resulted from slow moving and other obsolete 
inventory. 


During the 1970-1971 period the photo-typesetting 
industry experienced rapid technological progress with 
concomitant equipment obsolescence. Photon’s in- 


ventory was increasingly characterized by equipment 
carried at more than net realizable value and by sub- 
stantial parts and material suitable only for manufactur- 
ing or servicing obsolete equipment. 


The respondents were aware of Photon’s obsolescence 
problem but failed to insist on adequate write-offs. A 
“‘usage test’’ performed by the respondents in 
connection with the 1970 engagement revealed 
numerous discrepancies which were neither resolved 
nor pursued. They subsequently acquiesced in the 
establishment of an arbitrary $957,360 obsolescence 
‘“‘allowance’’. Only $191,472 of this amount was 
charged to income in 1970, and the balance was 
“deferred.’’ In 1971, although no obsolescence testing 
was done by the auditors, the amount of $191,472 was 
written off against the remaining ‘‘allowance’’ 
established in 1970. The inventory workpapers for both 
years prepared by respondents are replete with 
notations such as “‘junk”’ and “‘obsolete.’’ Also included 
in the inventory account was consigned equipment, 
fixed assets and trade-in equipment for which no credits 
has been issued. Despite the haphazard and disorgan- 
ized method of counting the physical inventory, the 
respondents accepted management's self-serving 
statements and adjusted book inventory upward to 
reflect the physical inventory count. 


Accounts Receivable 


The recording of fictitious sales also resulted in 
accounts receivable being materially overstated in ever 
increasing amounts, resulting in a 1973 write-off of 
about $6.4 million. In 1971 the respondents sent 
confirmation requests to Photon’s purported customers 
with open balances. They received a forty percent 
response based on dollar value and the bulk of the 
confirmations returned by unaffiliated parties showed 
major discrepancies. Only five percent of the total dollar 
‘alue of accounts receivable were confirmed positively 
oy unaffiliated customers. Although several lists of 
doubtful accounts with major differences were prepared 


and reviewed by Stebbins and Testa only an 
insignificant amount of these were ever adjusted. Other 
accounts with material discrepancies were never even 
included on the list. No second requests were sent. 
Alternative procedures were restricted to tracing a few 
subsequent-to-year-end payments to bank statements, 
without verification against invoices3 No aging tests 
were performed on the receivables, although a list of old 
accounts was prepared. This list bore various cryptic 
explanations for non-payment, many of which were 
questionable on their face* Once again, management 
representations were accepted by the respondents. 
Collectibility of the receivables was never seriously 
questioned, nor was any adjustment made to the 
account. 


Conclusions and Findings 


The audits, under the supervision of Testa and 
Stebbins, were conducted with a marked disregard for 
generally accepted accounting principles and auditing 
standards as well as the Commission’s Rules and 
Regulations. In addition to the deficiencies detailed 
above, the respondents failed to make a proper study or 
evaluation of Photon’s internal control system in either 
of the years in question. This violation of generally 
accepted auditing standards is alone inexcusable. The 
deficient examinations of Photon’s financial statements 
represents an unacceptable breach of professional 
responsibility on the part of the respondents. The 
Commission, therefore, FINDS that the respondents 
have engaged in willful violations, and willfully aided 
and abetted violations, of sections 10(b) and 13(a) of 
the Securities Exchange Act of 1934 and Rules 10b-5 
and 13a-1 thereunder. 


Accordingly, 


IT |S ORDERED that, proceedings pursuant to Rule 2(e) 
of the Commission’s Rules of Practice be, and they 
hereby are, instituted against respondents. 


IT IS FURTHER ORDERED that, pursuant to the terms 
of the offers of settlement, Stebbins and Testa be, and 
hereby are, denied the privilege of appearing or 
practicing before the Commission, provided however 
that after three years from the effective date of this 
order, respondent Eugene Testa may apply for the 





3Since the respondents never conducted a proper study 
and evaluation of internal control, this procedure could 
not be relied on in any case. 


4The ‘‘explanations’’ included such notations as 


“equipment returned years ago’’, ‘‘not shipped’’ and 
“‘rental-not for sale.” 
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privilege of practicing before the Commission upon a 
showing that he is familiar with generally accepted 
accounting principles and auditing standards and the 
reporting requirements of the Commission. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








LITIGATION 





Litigation Release No. 7874/ April 18, 1977 
SEC v. WALTER WENCKE, et al. 
(S.D. Cal., Civ. No. 76-0783-GT) 


Gerald E. Boltz, Regional Administrator for the Los 
Angeles Regional Office, announced that on March 3, 
1977, U.S. District Court Judge Gordon Thompson, 
Jr., a federal judge in San Diego, California, perma- 
nently enjoined Walter Wencke and certain corporate 
defendants from further violations of the anti- 
fraud, periodic reporting and proxy provisions of 
the Federal securities laws in SEC v. Walter Wencke. 
Judge Thompson also appointed R.N. Gould, of San 
Diego, as permanent receiver over Familia 4, Ltd., the 
San Diego Environmental Charitable Trust, and three 
publicly-owned corporations controlled by Wencke— 
Time-Lenders, Inc., Santa Fe Financial Corp. and Sun 
Fruit, Ltd. Judge Thompson also appointed the 
Honorable Harry R. McCue (United States Magistrate, 
Southern District of California) as Special Master over 
certain proceedings relating to disgorgement by 
Wencke. 


On July 22, 1976, the Commission filed the Complaint in 
this action which alleged that Walter Wencke, a San 
Diego lawyer-businessman, had engaged in a scheme 
to take over and loot the publicly-held Sun Fruit, Ltd. 
and then, to conceal and consummate the fraud, placed 
Sun Fruit in state court receivership and caused him- 
self (Wencke) to be named receiver. Sun Fruit, was 
formerly known as Royal Executive Inns of America 
(and Rinn Corp.) and was, at one time, located in 
Provo, Utah. 


The Judgment issuing the permanent injunction and 
granting other relief was entered after defendant Walter 
Wencke defaulted by disobeying the Court's order that 
he appear and be sworn at his (Wencke’s) deposition. 


The Judgment also ordered Wencke to disassociate 


himself from control positions with public companies 
until he demonstrates to the Court that he will not 
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engage in future violations of the Federal securities 
laws. Wencke was also ordered to disgorge all 
misappropriated assets. Cathryn Wencke (Walter 
Wencke’s wife) and certain corporate and trust 
defendants were also enjoined from further anti-fraud 
and other violations. All other individual defendants had 
previously consented to permanent injunctions and 
other relief without admitting or denying the allegations 
in the Commission’s complaint. Those individual 
defendants include Richard Mets (of Fresno, Cali- 
fornia—a Sun Fruit director and officer), Paul Potter 
(of San Diego—a Sun Fruit director and officer), 
and John Dees (of Fresno, California—a certified public 
accountant and outside auditor for Sun Fruit). 


In a separate action (SEC v. Time-Lenders, Inc., S.D. 
Cal. 75-1032-GT) the Commission alleged that Wencke 
and Time-Lenders engaged in other violations of the 
Exchange Act. That action is pending. See Lit. Rel. No. 
7187 (December 2, 1975). 


For further information see: Litigation Release No. 7517 
(August 10, 1976); No. 7741 (January 18, 1977); No. 
7757 (January 25, 1977). 





Litigation Release No. 7875/ April 18, 1977 


SEC v. BIG D OIL & GAS CO., INC., 
ROBERT C. DUNCAN 
(N.D. Tex.) (CA File No. 77-0440-C) 


Richard M. Hewitt, Administrator of the Fort Worth 
Regional Office of the Securities and Exchange 
Commission, today announced that on April 5, 1977, a 
civil injunctive complaint was filed in Federal District 
Court at Dallas, Texas, against Big D Oil & Gas Co., 
Inc. and Robert C. Duncan, both of Dallas, seeking to 
enjoin them from further violations of the securities 
registration provisions of the federal securities laws. 


The complaint further alleges that the interests were 
offer and sale of unregistered securities in the form of 
fractional undivided working interests in oil and gas 
leases located in Kentucky and Tennessee. The 
fractional undivided working interests were issued by 
Big D Oil & Gas Co., Inc. of which Duncan is president 
and sole shareholder. 


The complaint further alleges that the interests were 
sold to some 75 investors residing in approximately 29 
states for an aggregate offering price in excess of 
$700,000, and that sales were effected by means of 
unsolicited long distance telephone calls and the mailing 
out of unsolicited sales material to prospective 
investors. 





Federal District Judge William M. Taylor, Jr., set May 
_ 13, 1977 as the hearing date on the Commission’s 
Motion for Preliminary Injunction. 





Litigation Release No. 7876/April 18, 1977 


S.E.C. v. OMEGA FINANCIAL GROUP, INC., et al. 
(N.D. CA., C-76-2661 RFP) 


Gerald E. Boltz, Administrator of the Los Angeles 
Regional Office, and Leonard H. Rossen, Associate 
Regional Administrator of the San Francisco Branch 
Office, announced today that on February 23, 1977, the 
Honorable Robert F. Peckham, Chief Judge, U.S. 
District Court for the Northern District of California, 
ordered a Final Judgment of Permanent Injunction 
against Frank J. Duffy (‘Duffy’), prohibiting further 
violations of Section 17(a) of the Securities Act of 1933 
and Section 10(b) of the Securities Exchange Act of 
1934 and Rule 10b-5 thereunder. 


Duffy consented to the entry of the injunction without 
admitting or denying the allegations of the complaint, 
which was filed on November 29, 1976. The complaint 
alleged that Duffy, a representative of Omega Financial 
Group, Inc., a registered broker-dealer, and others 
violated the federal securities laws in connection 
with the ‘“‘Omega program’, pursuant to which the 
defendants participated in the offer and sale of debt 
securities issued by various churches. (See Litigation 
Release No. 7687.) 


Michael K. Wolensky (556-0776) 
Steven N. Machtinger (556-5914) 





Litigation Release No. 7877/April 18, 1977 


SEC v. NATIONAL FARMERS ORGANIZATION, et al. 
(S.D. 1A.) 


CONSOLIDATED ACTIONS, CIVIL ACTION NOS. 
74-162-1 AND 74-241-1 


William D. Goldsberry, Regional Administrator of the 
Chicago Regional Office, announced that on April 8, 
1977, the Honorable William C. Stuart, United States 
Judge for the Southern District of lowa, entered a Final 
Judgment of Permanent Injunction against National 
Farmers Organization, Inc. (NFO). The injunction 
:njoins NFO from violating the anti-fraud provisions of 
the Federal securities laws in connection with the offer 


and sale of securities issued by NFO, NFO Members’ 
Custodial Account, an Express Trust, or any other 
issuer. NFO consented to the entry of the permanent 
injunction, without admitting or denying the allegations 
of the Commission's complaints filed in Civil Action 
Nos. 74-152-1 and 74-241-1. 


For more information see Litigation Release Nos. 6410, 
6427, 6518, 7041 and 7674. 





Litigation Release No. 7878/April 19, 1977 


SEC v. INVESTMENT DIVERSIFIED, LTD., et al. 
(N.D. ILLINOIS Civil No. 76 C 4184) 


William D. Goldsberry, Administrator of the Chicago 
Regional Office of the Securities and Exchange 
Commission, announced that on April 6, 1977, the 
Honorable Alfred Y. Kirkland, United States District 
Judge for the Northern District of Illinois, Eastern 
Division, entered a Final Judgment of Permanent 
Injunction and Order Granting Ancillary Relief by 
Default against Investment Diversified, Ltd., an Illinois 
corporation, and Dennis M. Keese of Mundelein, 
Illinois, permanently enjoining Investment and Keese 
from future violations of the registration and anti-fraud 
provisions of the Federal securities laws in the offer and 
sale of securities, namely, limited partnership interests 
in Coastal Shellfish. 


In addition, the Order required the defendants to 
provide the court an accounting of all funds received 
from investors in connection with the limited 
partnership interests sold by the defendants, the uses to 
which such investor funds were put and the amount 
and location of any remaining funds. 


For further information, see Litigation Release No. 
7655. 





Litigation Release No. 7879/ April 19, 1977 


SEC v. BINGHAM SILVER LEAD COMPANY, et al., 
(D. UTAH, Civil Action File No. C 75-523) 


Robert H. Davenport, Administrator of the Denver 
Regional Office of the Securities and Exchange 
Commission announced that on March 30, 1977, 
Federal District Judge Aldon J. Anderson entered an 
order of permanent injunction enjoining Jerry D. 
Timothy, Salt Lake City, Utah, from violating the 
registration and anti-fraud provisions of the Federal 
securities laws. The defendant Timothy consented to 
the entry of the order without admitting or denying the 
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allegations of the Commission's complaint. 


The complaint, filed December 29, 1975, alleged that 
Timothy and other defendants violated the registration 
and antifraud provisions of the Federal securities laws in 
connection with the offer, sale and purchase of 
securities; namely, common stock, limited partnership 
interests, and rights to purchase securities. 


The aspect of the scheme related to Timothy consisted 
of Timothy obtaining unregistered Bingham Silver Lead 
Company securities, purportedly for investment 
purposes, in exchange for services which neither 
Bingham Silver Lead Company nor Timothy expected 
would actually be fully performed by Timothy. Timothy 
engaged in a public distribution of these securities 
within a few days of having received possession of 
them. Timothy consented to the permanent injunction 
being entered against him following the entry of an 
Order of Preliminary Injunction against him based upon 
an extensive evidentiary hearing and after several weeks 
of discovery proceedings. 


For further information see Litigation Release Nos. 7644 
and 7228. 





Litigation Release No. 7880/ April 19, 1977 
SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 13453/April 19, 1977 





Litigation Release No. 7881/April 20 1977 


SEC V. First Pittsburgh Securities Corporation, et al. 
(W.D. of Pa., Civil Action No. 77-102) 


Paul F. Leonard, Administrator of the Washington 
Regional Office, announced that on April 12, 1977, the 
Honorable Maurice B . Cohill, Jr., United States District 
Judge for the Western District of Pennsylvania, entered 
a Final Judgment of Permanent Injunction against 
Edward Boyer (’’Boyer’’) of Fort Lauderdale, Flortda. 
The Judgment enjoins Boyer from violations of the 
registration and anti-fraud provisions of the federal 
securities laws with respect to Saving Certificates and 
Promissory Notes of Fidelity Loan and Investment 
Corporation, limited partnership interests in Meadow- 
lands Inn Limited Partnership, or any other securities. 
Boyer consented to the entry of the Judgment without 
admitting or denying the allegations of the 
Commission's Complaint. On April 7, 1977, after 
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hearing, Judge Cohill entered an Order dissolving a 
Temporary Restraining Order freezing the assets of 
Boyer which had been entered on February 1, 1977. 


For further information see Litigation Release Nos. 
7777, 7826. 





Litigation Release No. 7882/April 20, 1977 
UNITED STATES v. THEODORE H. KAUFMAN, et al. 


The Securities and Exchange Commission announced 
that on April 20, 1977 a Federal Grand Jury in Boston 
returned a 14 count indictment naming four former 
officers of Giant Stores Corporation (‘‘Giant’’), a 
bankrupt Massachusetts corporation, which had 
previously operated a chain of discount and catalogue 
stores in the area. 


The indictment alleged, inter alia, a conspiracy by the 
four defendants and other employees of Giant during 
1971, 1972 and 1973 to issue false financials regarding 
Giant’s income and balance sheets. 


Named in the indictment charging conspiracy in 
violation of the federal securities and banking statutes 
were Theodore H. Kaufman of Swampscott, Massa- 
chusetts; Jack S. Shapiro of Philadelphia, Pennsyl- 
vania; Benjamin A. Lieberman of Boston, Massa- 
chusetts; and Gerald Silverstein of Chatham, New 
Jersey. 


At all times relevant to the indictment. Mr. Kaufman 
was Chairman of the Board of Giant; Mr. Shapiro was 
a Director and President of Giant; Mr. Lieberman was a 
Director, Vice President and Treasurer of Giant; and 
Mr. Silverstein was Controller and Assistant Treasurer 
of Giant. 


According to the main thrust of the indictment, the 
defendants sought to coverup a $2.5 million loss for 
fiscal year ending January 29, 1972 by concealing 
liabilities and placing false assets on Giant's books. 


The indictment also alleged that various falsified finan- 
cials were included in filings with the Commission; one 
such filing was a registration statement in 1972 
registering 300,000 shares of common stock which was 
sold to the public. In addition, the defendants trans- 
mitted the financials to various banks in Boston and 
thereby obtained loans totalling $13 million. 


Giant has no connection in any way with Giant Food, 
Inc. of metropolitan Washington, D.C. The reference to 
“Giant” does not refer to Giant Food, Inc. which is also 





known as ‘Giant’. 


(See Litigation Release No. 7546/September 2, 1973, 
SEC v. Giant Stores Corp. et al. See also, Administra- 
tive Proceeding File No. 3-5075 /n the Matter of Touche 
Ross & Company, et al., Order for Public Proceedings 
and Notice of hearing pursuant to Rule 2(e) of the 
Commission's Rules of Practice.) 





Litigation Release No. 7883/April 21, 1977 


SEC v. CAPITAL GROWTH COMPANY, S.A. (Costa 
Rica), et al 
WS DIG. SEDENLY.. 74 Giv. 3779 (CES) 


William D. Moran, Administrator of the New York 
Regional Office announced that, on April 15, 1977, the 
Honorable Charles E. Stewart, Jr., United States 
District Judge for the Southern District of New York, 
entered a Final Judgement of Permanent Injunction 
enjoining EHG Enterprises, Inc., Ariel E. Gutierrez and 
Enrique H. Gutierrez from violating Section 10(b) of the 
Securities Exchange Act of 1934 and Rule 10b-5 
thereunder. The defendants were further enjoined from 
disposing of or exercising any control over the assets of 
Capital Growth Company, S.A. (Costa Rica) and 
Capital Growth Company, S.A. (Panama). 


The defendants consented to entry of the permanent 
injunction without admitting or denying the allegations 
in the Commission's complaint. 


For further information see Litigation Release No. 6502. 





Litigation Release No. 7884/April 21, 1977 


SEC. v. MACRODATA CORP., et al. (Central District 
of California, CV-77-1319-WMB) 


Gerald E. Boltz, Administrator of the Los Angeles 
Regional Office of the Securities and Exchange 
Commission, announced that on April 12, 1977, the 
Commission filed a complaint in U.S. District Court in 
Los Angeles seeking injunctions against Macrodata 
Corp. (Macrodata), a California corporation; William C. 
W. Mow (Mow), ex-president and ex-chairman of the 
Board of Macrodata; Philip Lurie (Lurie), ex-vice presi- 
dent and ex-chief financial officer of Macrodata; Dennis 
Eversole (Eversole), manager of financial planning for 
‘lacrodata; and George Thomas (Thomas), manager of 
.nternal audits for Cutler-Hammer, !nc., Macrodata’s 
parent; from further violations of the reporting and anti- 


fraud provisions of the Securities Exchange Act of 1934. 
The Individual defendants reside in the Los Angeles 
area, with the exception of Thomas, who resides in Elm 
srove, Wisconsin. 


The Commission alleged that the defendants 
participated in various respects in a course of conduct 
designed to create a financial statement which held 
Marcrodata’s 1975 loss to $2,200,000; and that they 
failed to disclose material information to Macrodata’s 
auditors which could have resulted in a financial 
statement for Macrodata stating that the company’s 
1975 loss equalled approximately $4,500,000. 


The Commission’s complaint further alleged that 
Thomas directed Lurie and Eversole not to disclose 
accounting errors to the company’s auditors, and that 
he also ordered them to take all steps necessary to limit 
Macrodata’s 1975 loss to $2,200,000. 


The Commission also alleged that Mow directed Lurie 
and Eversole to capitalize certain costs as capital assets 
when they actually represented approximately $300,000 
in cost overruns. The complaint also alleged that Mow 
and Lurie knew that Eversole falsely represented an 
unrelated machine to the company’s auditors as the 


asset to which the capital equipment entry was 
attributable. 


The complaint also alleged that Mow did not disclose to 
Macrodata’s auditors that he had negotiated special 
warranty terms with customers, which concealment 
resulted in the understatement of Macrodata’s 1975 loss 
by $242,000. Finally the Commission’s complaint 
alleged that Mow represented to the company’s 
auditors that the scrap account would be valued at 50% 
of historical cost, when in fact, at that time he knew or 
should have known that it was worthless. 


Without admitting or denying the allegations set forth in 
the Commission’s complaint, Macrodata and Lurie 
consented to be enjoined and Eversole consented to the 
entry of an undertaking and order. The consent orders 
were signed by District Judge Wm. Matthew Byrne, Jr. 
on April 12, 1977. 





Litigation Release No. 7885/ April 21, 1977 
SEC v. AN-CAR O/L COMPANY, INC. (D.MA) 


Floyd H. Gilbert, Administrator of the Boston Regional 
Office of the Securities and Exchange Commission, 
today announced that the Honorable Joseph L. Tauro, 
Judge of the United States District Court at Boston 
entered an Order for Disgorgement requiring the 
defendant John C. Sterge to disgorge the sum of 
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$1,187,939 in satisfaction of his indebtedness to the 
defendant corporations An-Car and Wichita Drilling 
Corporation. The Commission had previously stipulated 
that its prayer for ancillary relief, contained in the 
Complaint, would be satisfied upon Sterge’s 
compliance with the Order of the Court. 


Sterge assented, without admitting or denying the 
Commission's and the Receiver’s allegations that he 
diverted corporate funds, to the entry of the Order for 
Disgorgement. By way of agreement between counsel 
and the Court, the Court modified its original Order so 
as to allow Sterge to retain his personal clothing and a 
1971 automobile. 


The Court directed that Sterge immediately transfer and 
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assign to the Receiver, Attorney John P. Driscoll, Jr. an 
member of the firm Herrick & Smith, 100 Federal 
Street, Boston, all his right, title and interest in and tc 
personalty consisting of securities, a coin collection, 
bank accounts, and an ownership interest in the Boston 
Minutemen professional soccer team and realty 
comprised of land and buildings located in 
Massachusetts, Maine, Florida and Lucaya, Grand 
Bahama Islands. 


The Commission was represented by Arthur F. Carr, 
Chief Enforcement Attorney, Boston Regional Office. 


For further information see Litigation Release No. 7548. 
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